67737

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

FINANCIAL STATEMENTS

DECEMBER 31, 2013

Under provisions of state law, this report is a public
document. A copy of the report has been submitted to
the entjty and other appropriate public officials. The
report is available for public inspection at the Baton
Rouge office of the Legislative Auditor and. where
appropriate, at the office of the parish clerk of court.

Release Date SEP 10 2014

) Postlethwaite
P &N & Netterville
A oniessa;n:w Amnc%m Corporation




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

FINANCIAL STATEMENTS

DECEMBER 31, 2013



LOUISIANA MUNICIPAL RISK. MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

TABLE OF CONTENTS
Page

Independent Auditors"Report 1-2
Management’s Discussion'and Analysis:(unaudited) 3-5
Financial Statements

Statements of Net Position. : 6

Statements of Revenues, Expenses and Changes

in Net Position 7
Statements of Cash Flows 8
Notes to Financial Statements 9-14

Independent Auditors’ Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on
an Audit of Financial Statements Performed in
Accordance with-Government Auditing Standards 15-16



Postlethwaite
& Netterville

A Professional Accouniting Corporation
Associated Offices in Principal Cities of the Uniled States
WWW.PNCpa.com

INDEPENDENT AUDITORS” REPORT

Officers and Trustees

Louisiana Municipal Risk Management Agency
Accident and: Health Fund

Baton Rouge, Louisiana

We have audited the accompanying financial statéments of Louisiana Municipal Risk Management Agency —
Accident and Health Fund (a quasi-public organization) (the Fund) which comprise the.statements of net
position“as of December/31, 2013 and 2012, and ‘the related statements of revenues, expenses-and changes in
net position, and cash flows for the years then ended, and the related notes to the financial statements.

Managément’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of ‘these financial statements in
accordance with accounting principles generally accepted in.the United States of America; this ‘includes the’
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responS|blhty is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance:with audltmg standards generally accepted in the United States of America and.the
standards applicable- to financial audits contained in Government Audztmg Standards issued by the
Comptroller General ofithe United States, Those standards. require that we plan and perform the audits to
obtain reasonable-assurance about whether the financial statements are free from material misstatemerit.

An audit:involves performed procedures to obtain audit evidence about the -amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the-assessment of
the.risks-of material -misstatement of the financial statements, whether due to.fraud or error. In making those
risk -assessments, the auditor considers internal control relevant to the Fund’s preparation and fair
presentation of the financial statements in order fo design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Fund's internal
control. Accordingly, we express no such opinion: An audit also includes evaluating the. appropriateness of
accounting policies used and the reasonableness of mgmﬁcant accounting estimates made by management, as
‘well as evaluating the-overall presentation of the financial statements.

We believe that the audit.evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.
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Opinion

In.our opinion, the financial statements.referred to.above present: fau']y, in all 'material respects, the financial
position. of Louisiana Municipal Risk-Management Agency - Accident and Health Fund as of December 31,
2013 and 2012, and the results of its operations and its cash flows for the years then ended in accordance
with accounting principles generally accepted in the United States of America.

Other Reports Réguired by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued. our report dated June 16, 2014, on
our consideration of the Fund’s internal control over financial reportirig.and our tests of its comphance with -
certain-provisions of laws, regulations, contracts, grant. agreements, and other matters. The purpose. of that-
report is‘to describe the:scope of our testing of internal control over financial reporting and compliance and
the results of that testmg, and not torprovide an’opinion-on the internal control over financial reporting.or on
compllance That report is an integral part of an.audit performed in accordance:with Government. Auditing
Standards in considering the Fund’s internal control over financial reporting and compliance.

Accounting principles generally accepted in the United States of. America require that the management’s
discussion and analysis’on pages.3 through-5 be presented to- supplement:the basic financial statements. Such
information, although. not a part of the basic ‘financial statements, is required by the Governmental
Accounting-Standards Board, who considers it-to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information ‘in-accordance with auditing standards
generally accepted in the: United States of. Amenca, which consisted. of i inquiries of management about the
‘methods of preparing; the information -and comparing, the  information for consistency with Tfhanagement’s
responses to our inquiries, the basic financial statements, and.other knowledge we obtained during our audit
of the basic financial statements. We:do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express.an opinion or provide
any assurance.

Podbthuite £ Neflervills

Baton Rouge, Louisiana
June 16,2014



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - ACCIDENT AND HEALTH FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
{(UNAUDITED)

The Management’s Discussion and Analy51s of theé Louisiana Mumclpal Risk Management. Agency —
Accident and Health Fund (the Fund) ‘présents a narrative overview and analysis of the Fund’s financial
activities forthe years ended December 31, 2013 and 2012. This document focuses on the current year's,
activities, resultmg changes, and currently known facts in companson with the pnor year's mformatlon We
encourage- readers to consider the .information presented here in conjunction with the Fund’s financial
staternents, which follow this section.

Effective January 1, 2013, the Fund converted from a self-funded program to a fully insured Sponsored plan
through Blue Cross of Louisiana. The financial statements. for the year ended December 31, 2013 include
operations- for dental coverage as well as run out of. claims from'the insured of periods prior to- January 1,
2013.

Financial Highlights

o The assets of the Fund exceedéd.its liabilities at December 31,.2013 by $1,901,051 -compared to the
Funds assets exceeding its liabilities by-$1,624,338 as of December 31,2012.

e At December 31, 2013, the Fund’s assets totaled $1,938,615, which consisted primarily of cash, as
compared to a balance of $4,204,476 at December 31, 2012, which consisted primarily of cash and
receivables.

e The Fund reported gross premiums earned of $493,243 ‘and $16,484,577 during the years ended
December 31, 2013 and 2012, respectively. Decrease from prior.year as a result of dental coverage only
being offered during 2013.

e The Fund reported an increase in net position of $276,713 during the year ended December 31, 2013
‘compared to:an increase in net posmon of $697,338.during the year ended December 31,2012,

Overview of the Financial Statements

This financial report consists of Management’s Discussion.and Analysis and the, basic financial statements.
The basic financial statements also include notes-to the basic.financial statements, which explam some of the
information in the basic fi nancnal statements in more detail.

The basic financial statements of the Fund report information about the Fund using accounting methods
similar to those used by the private.sector. The Statements.of Net Position include all-of the'Fund’s. assets
anid liabilities and provides information about-the nature and amounts of i mvestments in resources (assets) and
the obllgatlons to the Fund’s members and creditors (liabilities). They also provide the basis for computing
rate of return,.evaluating the capital structure of the Fund and assessing the Ilqundnty and financial flexibility
of ‘the Fund. All of the year's revenues and.expenses are accounted for in the Statements .of Revenues,

Expenses and. Changes in Net Position. These statements measure the success:of the Fund's operations over:
the:year and can'be used to determine profitability,-credit worthiness, and whether the Furid has successfully
recovered all its costs through its‘premium and investment income. The final required financial statements
are the Statements of Cash Flows. The primary purpose of these statements is-to provide. information about
theé Fund’s cash.receipts and cash payments throughout the year. These statements'report cash receipts, cash
payments:and nét changes in cash resulting from operations, investing, and financing activities.



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - ACCIDENT AND HEALTH FUND

MANAGEMENT’S DISCUSSION AND'ANALYSIS
(UNAUDITED)

Overview of the Financial Statements (continued)

The preparation of these financial statements requlres the utilization of significant esumates, many of which
will not‘be known for many years. "Changes in estimates as well as the differences in actual results and
estimated amounts will be included in the Statements of. Revenues,\Expenses and Changes:in Net Position as
these circumstances become known.

Financial Analysis of the Fund

The Statements- of Net Position and: the Statements of Revenues, Expenses and Changes in Net Position
report information in a way that the reader can determine if the Fund is in a better financial position as a
result of the year's activities. These statements report the net position of.the Fund and changes in it. Net
posmon (difference between assets, deferred outflows, deferred inflows and hablhtles) can be used. to
measure financial health or financial position. Over time, ificreases and decreases in the Fund's net position
are-one indicator as to whether its financial health is improving or deteriorating. There are: other non-
“financial factors to consider, such as changes in economic conditions, healthcare. costs, judicial environment,
and new or changed government legislation.

Condensed Statements of Net Position

December.31, 2013 ~ December 31, 2012
Total assets - $ 1,938,615 $ 4,204,476
Deferred outflows - -
Total liabilities ' 37,564 | 2,580,138

Deferred inflows - -

Net position L) 1,901,051 - 8 1624338

The Fund’s total liabilities consist primarily of ‘estimated claims payable, which decreased from December
31, 2012 primarily as a result of the change from a'self-funded program to an LMA sponsored program fully-
insured through Blue. Cross Blue Shield of Louisiana for health-insurance, with:the remaining coverage for
the year ended December 31,2013 primarily related to dental claims.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - ACCIDENT AND HEALTH FUND

MANAGEMENT’S DISCUSSION AND- ANALYSIS
(UNAUDITED)

Financial Analysis of the Fund (continued)

Condensed Statements of Revenues and Expenses and Changes in Net-Position
for the Years Ended December 31:

2013 2012
Operating révenues $ 493,243 $ 16,484,577
Operating expenses ' 217,446 | 15,788,901
Operating ificome 275,797 695,676
Non-operating income 916 1,662
Chz;nge'in net position b 276,713 b 697,338

The Fund experienced an excess of'révenues over expenses in the.amount of $276,713 for the current yéar
resulting pnmanly from.less than-anticipated claims run out expense (see Statéments of Revenues, Expenses
and Changes in Net Position on page 7 of this-report). During the year “ended December 31, 20]3 the Fund
reported premium income of $493,243 and investment.income of $916. The Fund reported total expenses of
$217,446, -which consisted primarily of claims expense and administration expenses. Cldims expense
incurred during the years ended December 31, 2013 and 2012 représerited 10%:and 84% of premlum incomne;
respectively. -

Requests for Information

This financial report is designed to, provide members, investors; and creditors with.a general-overview of the
Find’s finances, as well as demonstrate-accountability for funds: the Fund receives. Questions;concerning
any ‘of the information: provided in this.report-or requests for additional:information should be addressed to
the. Louisiana Municipal Risk- Management Agency — Accident-and Health Fund,  P.O. Box 4327, Baton
Rouge, L:ouisiana 70821 .or,225-344-5001.



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

STATEMENTS OF NET POSITION
DECEMBER 31, 2013 AND 2012

2013 2012
Cash and cash equivalents (note 4) $ 1,875,190 $ 3,564,147
Accounts receivable, net i 63,425 363,516
Reinsurance receivable - 276,813
Total assets 1,938,615 4,204,476
Deferred outflows - -
Total assets and deferred outflows $ 1,938,615 $ 4,204,476
Liabilities: .
Unpaid claims liability-(note:3) $ 36,300 $ 1,615,000
Accounts payable and other liabilities - 659,988
Dueto affiliates (note 2) 1,264 305,150
Total liabilities 37,564 2,580,138
Deferred inflows - -
Net position 4 1,901,051 1,624,338
‘Total liabilities, deferred inflows; and net position $ 1,938,615 $ 4,204,476

The accompanying notes are an integral part of these financial statements.



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31, 2013 AND 2012

2013 2012
OPERATING REVENUES
Premiums earned $ 493,243 $ 16,484,577
Total operating revenues 493,243 16,484,577
OPERATING EXPENSES
Claims expense (note 4) 184,166 13,822;258.
Reinsurance premiums and commission (note 2) - 1,135,331
‘Service agent fees (note 2) 15,475 789,479
Administrative fees - related party (note 2) - 14,495
Miscellaneous 17,805 27,338
Total operating expenses 217,446 15,788,901
OPERATING.INCOME 275,797 695,676
NON-OPERATING INCOME
Investment income, net (note 4) 916 1,662
CHANGE IN NET POSITION 276,713 697,338
NET POSITION -BEGINNING OF YEAR- 1,624,338 927,000 -
NET POSITION - END OF YEAR $ 1,901,051 $ 1,624,338

The accompanying notes are an integral part of these financial statements.



LOUISIANA M_UNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31,2013 AND 2012

2013 2012

Cash flows from operating activities:
Operating income $ 275,797 3 695,676
Adjustments to reconcile operating income to net
cash (used in) provided by operations:

Change:in reinsurance receivable 276,813 (126,646)
Change in receivables ' 300,091 205,263
Change in unpaid claims liability (1,578,700) 57,000
Change in accounts payable and other liabilities :(659,988) 74,20]
Net cash (used in) provided by operating activities (1,385,987) 905,494
Cash flows from investing activities:
Investment interest received 916 1,662
Net cash provided by investing activities 916 1,662

Cash flows from financing activities:

Change in due to affiliates (303,886) 13,850
Net cash (used in) provided by financing activities (303,886) 13,850 .
Net change in cash (1,688,957) 921,006
.Cash, beginning of year 3,564,147 . 2,643,141 -
Cash, end of year $ 1875190 5 3,564,147

The accompanying notes-are an integral.part of these financial statements.



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

(a)

Background and Financial Statement Presentation

Louisiana Municipal Risk Management Agency (LMRMA) was formed under Louisiana.Act No.
462 of 1979 to prpvide a ‘program of acciderit and health, workers' compensation, and public
liability coverage for its member orgamzatlons In accordance with Revised Statutes 33:1341-
1350; all local government subdivisions in the Stite of Louisiana are eligible to participate. The
Accident and Health Fund’s (the Fund) general objéctives are to formulate, develop, and
administer, on behalf of the member local. governmental subdivisions, a program of interlocal risk
management, to obtain lower costs.for that coverage, and to:develop a comprehensive loss. control
program. Local govemmental subdivisions joining the Fund must be members of the Louisiana
Municipal Association; a member may withdraw from the Fund by giving proper notice. Fund
underwriting and rate-sétting policies have been established by the Board of the Fund after
consultation with actuaries. If the‘assets of the.Fund were to be exhausted, members would only be

‘responsﬂple for their respective outstanding claims:

Louisiana Municipal Association (LMA) is an association. for the municipalities of Louisiana and
is incorporated as a nonprofit corporation under the laws of the State of Louisiana. LMA acts as
the'administrator for the Fund..

Risk Management, Inc. (RMI) is a third-party service agent primarily for LMRMA insurance
funds. RMI, a Louisiana Corporation, is-a wholly-owned subsidiary of LMA.

Louisiana Municipal Reserve Fund- Agency (LMRFA) was formed under Louisiana Revised
Statutes 33: 1349(e) LMRFA consists of interlocal risk management agencies pooling :excess
funds to provide reinsurance. Administration of the LMRFA is vested in the Executive Board of
LMA. Effective January 1, 2003, LMRFA began providing reinsurance for the Fund.

Effective- January 1, 2013, the Fund converted from a self-funded program plan. to an LMA
sponsored program. fully insured through Blue Cross Blue Shield of Louisiana. The Fund has no
underwriting risk-and LMRFA no longer provides-reirisurance subsequent to'this date. The Fund
-entered‘into an administrative services agreement for run-out claims'with Blue Cross of Louisiana
for the period January 1, 2013 through December 31, 2013. There will no longer be administrative
fees pa1d to LMA. The Fund will continue to offer dental coverage as it has previously done.and
pay-service agent fees to RMI for.dental claims (see note 2).

As of December 31, 2013 and 2012, there were 41 and 49 participating municipalities-in the Fund
with a total number of participants of 1,053 and 2, 003 respectively.

The various LMRMA Funds, LMA and RMI are all affiliated through common membership and
management control.. Although all of these entities are related parties, their:various: neteposniOns
are available only to each individual entlty for its operations. For this reason, each entity is
presented. as a separate "stand alone" entity in accordance with the Governmental Accounting
Standards Board (GASB). Statement No. 10 and GASB Statement No. 14.



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY.
.ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

b

(©

@

@

Basis of Accounting

The.Fund is considered an enterprise fund and,.accordingly, uses thé.-accrual method of accounting
and the flow of economic.resources measurement focus. Under the accrual basis of accounting,
reveniues are recognized in' the accounting period in which they .are earnied and expenses are
recogmzed in the period incurred. Private sector standards of accounting and financial reporting
issued prior to December 1,. 1989, generally -are followed to the extent they have been made

.authoritative under Governmental Accounting:Standards Statement 62, Codification.of Accounting

and Financial Reporting Guidance contained in Pre-November 30, 1989 FASB and AICPA
pronouncements. Since the business of the Fund is essentially that of an insurance company,
having;a business’cycle: greater than.one year, the: statements of net position are not presented in a
classified format. ’

Net Position

During the year ended December 31, 2012, the Fund implemented GASB No. 63, Financial
Reporting of Deferred Onitflows of Resources; .Deferred Inflows of Resources,.and Net Position;,
GASB Statement No. 63 provided financial reporting guidance for deferred outflows of resources
and deferred inflows of fesources and also redefined the difference.between total assets and total
liabilities presented in the Statement of Net Position.

Premium Income.and Accounts Receivable

Premiums.are recognized. as income over the term of the policies as they become earned on a pro
rata basis. Any adjustments to annual premiums are considered to.be a change in estimate and are
recognized in the year they become known.

The Fund considers accounts receivable to be fully collectible; accordingly, no allowance for
doubtful accounts has been established. If accounts become uncollectible, they will be.charged to
operations when that determination is made. Collections on accounts previously written off are

included in other income when received.

Operating / Non-Operating Revenue and Expense

.Operating revenues consist of member premjums as these revenues are generated from the Fund’s

operatlons and are needed to carry out its statutory purpose. All expenses incurred for that
purpose are classified as operating expenses. Investment-income and other revenues and expenses,
which-are"ancillary to the Fund’s statutory purpose, are classified as, .Jnon-operating.

-10-



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS_

'1. SIGNIFICANT-ACCOUNTING POLICIES (continued)

0

®

)

@)

Unpaid Claims Liability

The Fund establishes claims liabilities based on‘estimates of the ultimate cost of claims (including
future-claim adjustment expenses) that have been reported but not seitled .and of claims that have
been incurred but not reported: The length.of time for which such costs must be-estimated varies
depending on the coverage involved. During.2012, estimated amourits of reinsurance recoverable
on unpaid.claims are deducted from the habillty for’ unpald claims:. Because-actual clalms costs
depend on such complex factors -as inflation, changes in doctrines of legal liability, and damage
awards, the process used in computing claim liability does .not necessarily result in an exact
amount. Claims liabilities are recomputed periodically-using a variety of actuarial and statistical
techniques to produee_ current estimates that:reflect recent settlements, claims freque_ney,and other
economic and social factors. A provision for inflation‘in the calculation of estimated future claims
costs is implicit in the calculation because reliance is placed both on actual historical data that
reflects past inflation and on other factors that are considered to be appropnate modifiers of past
experience:

Adjustments to claims liabilities are charged or credited to expenses.in the period in'which they are
made. The carrying amount of liabilities for claims losses and claims expenses is presented at the
estimated claims amounts in the financial statements:

Cash and Cash Equivalents

‘For the purposes of :the statements of cash flows, cash includes amounts in demand deposit
-accounts with banks, and.money-markets and. repurchase agreements, which are usually purchased

with maturities of 90 days or less orare reinvested continuously.
Excess Reinsurance
The Fund'used excess reinsurance to reduce its exposure:to’ ‘large losses on insured events. Further

description of the reinsurance coverage is described in Note 6. Reinsurance permiits recovery of a
portion of losses from reinsurers, although it does not discharge the primary liability of the Fund as

:dlrect insurer-of the risks reinsured. The Fund does not report reinsired risks as liabilities unless it
‘is probable that those risks will not be:covered by reinsurers. Claims expense consists-of claims

incurred diiring the current year, adjustments to the accountmg estimate of prior years' claims
expense and a reduction for claims covered by the reinsurer in accordance with the reinsurance
policy. Reinsurance reéceivable répresents claims paid in excess of -excess retention. The Fund
considers-reinsurance receivable to be fully collectible; accordingly; no allowance for doubtful
accounts has been established.

Income Taxes

The Fund is exempt from federal income. taxes under Sections 7701 and 115(1) of the Intérnal
Revenue Code.

-1t -



LOUISIANA MUNICIPAL RISK. MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)
() Use of Estimiates

The preparatton .of the financial statements in:conformity with accounting principles generally
accepted in-the United.States of America requires management to make estimates and assumptlons
that affect the:reported amounts of assets and liabilities and disclosure of contingent. assets. and.
liabilities-at the date of the financial statements-and the reported amounts of revénues and €xpenses
during the reporting period. Actial results:could differ from:those estimates and assumiptions. For
example, significant estimates and assumptions are used in estimating its insurance liabilities, and
accruals. If future:experience differs materially for these estimates and.assumptions, the financial
statements could be affected.

2. RELATED PARTY TRANSACTIONS

LMA, RMI and LMRFA provide services related to the self-insurance:funds operated. for the benefit of
Louisiana municipalities. The fees incurred.by the Fund.for these services and related balances owed.are.
as.follows:

2013 2012
Expenses and current fee structure: :
Administrative fees —LMA ($.60 per
person per month in 2012) 3 - £ 14,495
Service agent fees — RMI ($0 in 2013+and $32.00 2012
for health and $1.20 for dental partlclpant in-2013 and'2012) by 15,475 $ 789479
Reinsurance premlum expense — LMRFA ($0'in 2013

and $40:58 in 2012 per person for health participants) P = 3 980250
Reinsurance commission — RMI ($0 .
in 2013 and $6.42 in 2012 per health participant) 3 - § 155,081
Due to affiliates:
LMA 5 - $ 2:280
RMI . 1.264 302,870

For the years:ended-December 31,2013 and 2012, the Fund recorded and offset related claims.expense
$0 and-$810,067, respectively received from the LMRFA as it relates to the reinsurance arrangements
(see note 6). Of these amounts, $0 and $276 813 are receivable as of December 31, 2013 and 2012,
respectively..

-12-



LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

‘NOTES TO FINANCIAL STATEMENTS

3. CLAIMSEXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the Fund’s aggregate unpaid claims liabilities for the years ended
December 31:

2013 2012

(Amounts in thousands)

Unpaid ¢laims and cldims adjustment

expenses liability, beginning of year -8 1,615 § 1,558
Incurred claims and claims adjustment

expense-provision for insured events 390 13,822
Over estimated claims in prior year (207) -

Less payments — claims and claims )
adjustment:expenses (1,762) (13.765)

Unpaid claims and claims adjustment
expenses liability, end of year 3 36 % 1615

Settled.claims have not-exceeded.aggregate insurance coverages in-any of the past two fiscal years.
4. CASH AND CASH EQUIVALENTS

The. Fund must comply with Ru]e Number 4 of the Commissioner of Insurance, State of Louisiana.
-According to Rule.Number 4, all depos:ts in financial institutions made by these funds shall be limited to
institutions in Louisiana-unless a higher.rate can be obtamed in an out-of-state mstltunon Deposits-in
financial institutions. may exceed the’ federally insured amount in any one financial mstmmon, as long as
the amount is not in excess of the greater of $500,000 or 5% of the combination of surplus, undivided
profits and reserves as currently reported by the financial institution. In regard to deposits and
investments, the Fund is in complianceé with these:revised provisions as of and during the years.énded
December 31, 2013 and 2012. All demand deposits are insured or collateralized ‘by’ pledged securities
held by an agent.in the name-of the Fund.

Under Rule Number 4 of the Commissioner of Insurance, -State of Louisiana, the Furid may invest any
surplus monies in obligations of the U.S. Government and. its agencies; as'well as financial institutions.

Net investmerit income for the years ended December 31, 2013.and 2012 consists of the following:

2013 2012 .

Intérestiincome Ny 916 $ 1,662

-13-



5.

7.

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

REINSURANCE POLICY COVERAGE

The Fund and its excess reinsurer represent a cooperative program for group funding and risk
management of accident and health clalms of participating Louisiana municipalities. Although premlums
billed to the participants are determined on an actuarial basis, the ultimate liability for claims remains
with the members/participants, and the Fund has the authority to assess:the members/participants to fund
any deficits incurred.

From January 1, 2003 through.December 31, 2012, the Fund has obtained reinsurance from LMRFA to
provide the following coverage:
Item I: Annual‘aggregate;in excess of 125% of annual earned normal premium..
Item II: $900,000 specific losses'in excess.of. $100,000.each and every loss.

Atounts. paid to LMRFA for reinsurance were obtained at a dlscounted rate ‘compared to what

- management believes could be obtained in the commercial market. See*Note 2 for details on amounts

paid to and recovered from LMRFA for reinsurance arrangements. There have ‘been no aggregate
collections for either year. There was no reinsurance fee or coverage in 2013. See Note 1

ADMINISTRATIVE FEES

The total administrative fee paid to Blue Cross to administer the run-off. of health claims (note 1) for the

-year ended December 31, 2013 was $135,761.

‘SUBSEQUENT EVENTS

‘Management has evaluated events through the date that the financial :statements were available- to be
iissued, June 16, 2014 and determmed that no subsequent events occurring after-this. date have been

evaluated for inclusion in these financial statements.

-14-
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INDEPENDENT AUDITORS’ REPORT ON:INTERNAL CONTROL OVER FINANCIAL,
REPORTING AND ON COMPLIANCE AND:OTHER:MATTERS BASED ON.AN AUDIT OF . -
FINAN CIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

Officers and ' Trustees
Louisiana Municipal Risk Management Agency

Accident:and Health Fund : .
Baton Rouge, Louisiana

We: have.audited, in-accordance with'the’ auditing standards generally accepted in-the: United ‘States of’
'Amenca and 'the standards apphcable t0 financial audits contained:in' Government. Auditing. Siandards
rssued by ‘the Comptroller General of the United States, the-financial statements. ‘Louisiana Municipal
R]Sk Management Agency: Accrdent and’ Health Fund: (the F und), whlch comprise thestatement of net
posmon .as of and for the year: ended December 31, 2013 and: the related statement of : ‘revenues,
expenses’ and changes in net'position, and cash flows for the, year then ended, and the: related notes; to
the financial ‘statements, and have: 1ssued :out report thereon dated June 16,2014,

Internial Control Over Financial Reporting

—~—

In planning -and performing our audit: of the financial.statements, we considered' the Fund’s 1nternal
control over finanicial reportmg ‘as a basns for de51gmng our audmng procedures for the ,purpose of
expressingiour-opinion on'the-financial statements, but not’ for the'purpose of | ‘expressing an:opinion.on
the: effectlveness of the Fund ’5. 1nternal control over fmancral reporting. Accordmgly, we.do not express
an opinion:on the: effectlveness ofthe F und’s internal control over financial reporting.

A, deficiency 'in internal control exists ‘when the design or operation of :a cont'rol' does not -allow-
management or employees in’the normal course of ‘performing their assigned functions; to ;prevent, -or
detect and correct m1sstatements ona, trmely basrs A material weakness is:a deﬁcxency, or combination.
of deﬁclencles, in internal control such that there is a reasonable possibility that a, matenal.
misstatement:of the. Fund’s ﬁnancral statement.s will not be prevented, ‘or detected and corrected on.a
trmely basis. A srgnlfica.nt deﬁc1ency is ‘a deficiency; or a ‘combination’ of *deﬁcrencles, in mtemal
control. that*is less severe‘than.a:material weakness; yet. important-enough to:merit; attention by those
charged: with governance.

Our consrderatlontof mtemal control was for the hmlted purpose described in the first paragraph of thls

weaknesses or srgmf cant: deﬁclenmes leen these llmrtatrons durmg our audlt we. d1d not 1dent1fy any
def' iciencies: "in mtemal control that ‘we consrder to be material weaknesses However, material

"wealcnesses may exist that have not been identified:

-15 -
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Fund’s financial statements are free of
‘material misstatement, we'performed tests of its compliance with.certain provisions'of laws, regulations,
contracts and:grant agreements noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on comphance -with
those provisions-was not an ob_]ectlve of our audit, and accordingly, we do not express such an opinion.
‘The results of our tests-disclosed no instances.of noncompliance or other matters-that are required to be
reported under Government Audmng ‘Standards.

Purpose of this-Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and -not to provnde an. opinion on the effectiveness-of the
Fund’s internal control or on compliance. This: report is an' integral part of an audit performed in
accordance with Government Auditing Standards in considering the. Fund’s -internal control and
compliance. Accordmgly, this communication is not suitable.for-any other purpose.

ottt £ Neflerle

Baton Rouge, Louisiana
June 16, 2014

-16-
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; INDEPEND" ENT AUDITORS’ REPORT - - -

" .+ Officers and Trustees . . ik '
Loursmna Mumcnpal Risk Management Agency
Public L|ab|hty Fund =

.....

o

’ We have audned the aecompanylng ﬁnanclal statements of Lomsrana Mumcnpal Risk: Management. )
-Agency Publlc L:abthty Fund(a quas1-publlc orgamzatxon) (the Fund) which comprise;the statements
“of net posntton(as of December 31, 2013:and 2012; and the related statemiesits of revenues, expenses and

‘ changes iy, net posmon, and cash. ﬂows for the: years then ended ‘and dle related notes to the financial
statements P

Management isi responsxble for thetpreparatlon and fmr presentatxon of these financial - statements i in, ' .

. -accordance: with accouniting: principlés:generally accepted inithe United: States. of: America. This inclides - - ~
the deslgn, implementation, and ‘maintenance of internal.control relévant to the preparation and fair

i presentatlon of ﬁmmcnal statements that are ﬁ'ee ﬁ'om matenal mlsstatement, whether due to fraud or .

B Audltors Rmsibﬂlg

- 'Our mponsibthty is 10, express an’ opamon on these ﬁnanclal statements based ofi.our audlts We'-‘ '
conducted’ our .auditsi in aecofdance with nudmng -standards? generally accepted in the: Umted States of
jAmenca and: the standards apphcable 'to’ financial: audlts ‘contained in Govennnem Aud‘ tmg Srandardv

s '1ssued by the Comptroller Genera] -of the Umted States Those standards reqmre that we plan and'

matenal mlsstatement.

: Anaudlt mVOIVes ":ﬁf

] assessm-t of the, nsks of matenal mlsstntement of the ﬁmncml statements, whether due to. fnud or
 error. Jiv.making ‘those; risk” ‘assessments, the ‘auiditor ‘considers intérnal control relevant ‘to the Fund’s "
' preparation 3 and: fan- preeentatton ‘of the financial-statéments:in’ order to- deslgn audit’ procedures that'are,
, appropnate in the clrcumstanees, “but not for the purpose of e expressmg an:opinion.on the effectiveness of: a
-. the-Fund’s’ mtemal control. Aecordmgly ‘e €xpress no'such’ ‘'opinion, An:audit also mcludes evalnatmg: o
- the appropriatenéss of aceounnng pO]ICleS ised. ‘and the reasonableness of: sngmﬁcant accounting;
es_nmetes made’ by management, as well as evaluatmg the. overall presentanon 'of the financm! Statements.

S We beheve that the “audif’ evndence we have obtamed 1s sufﬁelent and appropnate 1o provnde a basns for .
: ] .<our audtt oplmons. : , _ S

. 18550.United Plaza BN, Suife 1001 - «:- Baton Rouge, LA 70809 + Tol: 225.922.4600" » Foi: 225.922.4611 .
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In-our 0p:mon, the ﬁnanclal statements refen'ed to above present fanrly, in all matenal mpects ‘the ,
financial position- of ‘Louisiana Municipal -Risk Management Agency - Public Liability Fund “as of
December 31, 2013 and 2012, and the respectwe changes in financial position and.its cash flows for the:

. - . years f then ended in- confonmty wnth accountmg prmclples generally accepted in the Umted States of -
: Amenca ' ST

Inaccordanoe w1th GovemmentAudmng Standards, we have also_ tssued our- repoﬁ., dated June 18 2014 - o
on our. consideration of -the’ Fund’s. internal control over financial reporting and our ‘tests of its.
. compliance with ‘certain provns;ons of laws, regulations, contracts- and. grant. agreemems ‘and other

" . matters. :The purpose of that report is to deScribe the- scope of our testing of internal .control .over -

“financial reportmg and.compliance and the results of that testing, and not to provide an opinion on-the . -
internal control over financial reporting or on compliance. That report is an integral part.of an audit
- performed 'in accordanw with. Governmental Auditing Sumdards m consxdenng the Fund’s mtemal'

" comrol over ﬁnancnal reportmg and comphance

’Accountmg prmctpl&s generally aoeepted in the United Statw of’ Amenca reqmre that the management’ )
-"discussion and ‘analysis-on pages 3 through 5 and the: schedule: of ten-year-claims development on page |

‘18 be: prescnted to supplemcnt ‘the basic financial statements. Such mformatlon although not.a; part iof .

" the" basic financlal statements;. is ‘required by the Govemmental Accounting - ‘Standards Board, who

consnders it t6'be an essential part of financial. repomng for placing the basic fi nancial staterients. in" an’c.

- appropnate operational, economic, or hlstoncal context. We have. applied certain limited: procedw to
the required mpplementary mformatlon in accordance ‘with audmng standards generally ‘accepted in the
United States of America, whlch consisted of i mqumes of management about the methods: of preparing -

~-the _information and companng the. mformatlon for consistency with management’s mponm to our - -

inquiries, the'basic financial- statemcnts and other knowledge we obtained during ‘our audit of the basic
financial statements. We do not express an opinion or. provide any.assurance on ‘the information because
the lumted procedures-do. not provide: us with suﬁ’ cient evidence to: \express an. oplmon or prowde ‘any.
assurance.

-.,-?n‘&/‘w«dz ‘ Nel-k/u.i\e

Baton Rouge, Loqlslana
.. June 1_8 2014 )




LOU]SIANA MUNICIPAL R]SK MANAGEMENT AGENCY PUBLIC LlAB]LlTY FUN])

MANAGEMENT’S DlSCUSSlON AND ANALYS]S
QQEAUDITED) ’

The Management's Dlscussmn and- Analys'ls of the Louisiana Mumcnpal Risk Management Agency ‘Public.
Lrablhty Fund’s (the. thd) financial performance presents a narrative overview and analysis of the Fund’s
financial dctivities for the years ended December 31, 2013 and 2012, This- document focuses on the current
year's'activities,. lesultmg changes, and currently known facts in companson ‘with the prior ‘year's information.
We encourage readers to consider the mformanon presented here in conjunctnon wnth the Fund’s financial
statements, which follow. thls sectlon

Financial lllghhghts

. The assets.of the Fund exceeded its habllmes at December 31, 2013 by=$7 565 597 compared to $9,691, 084
as of December 31, 2012; which i isa2l 9% decrease.

e~ At December 31, 2013 the Fund’s assets’ totaled $24,221 261, whrch consisied pnmanly of mvestment
securities: primarily ‘composed of ‘direct and’ indirect’ investments inU. S. Goveminent debt obligations and.
accounts receivable. At December 31, 2012, the- Fund’s assets totaled $25 503, 677 and were compnmd of
snmlar ‘types of assets.

. 'l'he Fund reported eamed: premmms of, 310 988 404 and $1 1,272 040 dunng the years ended Deeember 31,
2013'and 2012, respectively. .

o _Net position decreased by $2,125, 487 dnrmg the year ended December 31, 2013 eompared to an increase of
$1,412,17 dunng2012

o “Atthe end of the current ‘fiscal: year, the Fund’s net posmon totaled $7,565,597 or. 58.9% of cun'ent year

expenses:
Overview of the F‘ nancial Statements

This financial. report ‘consists’ of Management's Dtscussnon and Ana]ysrs and' the basnc ﬁnancnal statements The
basic. financial statements also'include notes to- the ﬁnancml statements, whtch explam some of the mformrmon
m the financial statements m more detail.

The basnc ﬁnancral statements. of the: Fund report mformanon abont the Fund using accountmg methods snmlar
to those used by pnvate sector. The Statements of. Net Position melude all.of the Fund’s.assets and liabilities
and pmvndes ‘information about the nature and amounts of investments.in resources (a.ssets) and the obhgat:ons
to:the Fund’s members and-creditors (liabilities) These statements also, provnde the basis for computmg rate of
return, evaluatmg the capital strichire of the.Fund and assessing the liquidity and finzncial flexibility: of the
Fund: Al of the years revenués and' expenses:dre.accounted for in the Statements of Revennec, Expenses and
Changes in Net Position. These statements measure the:siccess of the Fund's operations over the.year and can
be used to determine.whether -the_Fund has: sueeessfully recovered all of its costs through ‘its premium and
investment income, proﬁtalnhty and credit ‘worthiness. - The final required. financial -statements are” the
Statements. of Cash Flows. ‘The-primary purpose of these statements is to provide, information:about the Fund’s
cash reeelpts and cash payments throughout the year. These statements report cash receipts, cash paymenm and
net changes incash resuitmg from operatmg, mvestmg, and. ﬁnancmg actmtnec

The- prepamnon of these fmancml statements reqmrec the utrlmtlon of sngmf eant estxmatec Changee in
estimates, as well as the differénces in: actual results and estimated amounts, will be mcluded in the Statements
cof Revenues, Expenses and Changes in Net Posmon as thece ctrcumstances become known.



T time, increases and decreases in the. Fund's net position -are-one indicator ‘as to whether its financial health is-

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY PUBLIC LIABILITY FUND :

MANAGEMENT’S DISCUSSION AND @ALYSIS
R . :.~ : M’!@) o

. .Fmancnl Analysls of the. and .

The Statements of Net Position and the’ Statements of Revenues Expensee and: Changes in Net Posmon repon
. information in'a way that the reader can determine if the Fund i is'in a better financial position as a. result of the

_ year's activities. Thése statements report the Net Position of the Fund and cbanges in'them.. The net position . -
. (dlfference between assets and liabilities) canbe-used.to measure financial heaith or financial position. Over

. improving or deteriorating. .. There are other. nop-financial factors to consnder, sich as changes’ in economlc .
- conditions, heahhcare costs, ]udwlal envronment, and new or changed govemm-t leglslatlon :

Condensed Slatements of Net Posmon at Deeem ber 3l.

_ o0 2012
CTotalassets - it s ;"24,221,261 s _.'-~2s;‘so3§,6;1'7
_-:Deferredoutﬂows - | A “ . .. -
""Toml lmbnlmes T regsseet Cassizses. -

.All of the' Fund’s assefs can be- nsed -for any lawﬁxl purpose eonsnstenf with the pohelee and gmdelmw )

. established- by the Board of the Fund.” Total asséts decreased approximately 5% primarily as a result.of
opemhngloss&sandmcmswmmmkctmtemstmtamca!dm'yeaﬂon whxchhadanegatn!e impact on the
Fund’s: ﬁxed moome portfollo "Total lmbilm&s mcreased appmxxmately 5.3% over prlor yem' s

Condensed Smtements of Revennes and. Expensee and Changes in Net Posmon

. fortheYearsEnded Deeember3l° v
T T Ve ‘~.2013 . Com 2012 .

- 'Onemnngrevenues » $ o 10,988404 a $' 11,272 040. )
Opemtmgexpcnm = 712 852.637 L 10,;07,270
T 'Opemung income (loss) - a, 864,233) | " 964070

‘~~Non-opemtmgmcome(loss) (261258 . R 448647-"‘_ '

g . (2,125 @ : '_ | il 4’!_2_1',!2 .

,.-«Change in net posmon.




. " LOUISIANA'MUNICIPAL RISK MANAGEMENT AGENCY - PUBLIC LIABILITY ¥UND

Fmanclal Annlysls ol’ the Fund (contlnued)

:.Durmg the year ended Deeember 31 2013, ‘the ‘Fund reported premnum -income of $]0,988404 and an
. investment loss: of| $26l,254 Premiums decreased: slightly during 2013:due to'a’ ‘'reduction. in'participating groups

from the ;prior year;’ lnvesiment losses were:as a_result ‘of unrealized losses in the investment’ ‘portfolio as
- disctissed pnmously "The; Fund reported totalexpenses of $12 852,637, whlch consisted pnmanly of claims,

. ‘Teibsurance premiums, admitistrative andservice agent fees:. Claims éxpense increased in-the cuitent year
. ;pnmanly as:a result of cases; seulmg slightly unfavorably during the year ended December 31, 2013 ‘compared-to.
prior: perlods Reinsurance: premmms ipaid to an_affiliate have increased $2,609;337: during 20]3 asa.result:of

-the ‘Fund’s: historical” loss experience on large claims. . The Fund experienced a decrease in net position of

T $2,125,487for the current year ‘See. Statements of Revenues, Expenses and Changes in-Net- Posmon on page7

of llns report ) ,

Reqnesis l'or Informatlon

“This: ﬁnancml report is’ desxgned to provxde members, investors, and uedttors wﬂh a, geneml overview:of the
Fund’s finances; as well as dmonsu'ate -accountability for funds the Fund receives. Questions concerning any.of
the information provnded i’ this report or-requests for :additional mformatlon should ‘be -addressed to. the
Lomsmna Mumclpol Risk Managemmt Agency Pubhc Lmblhty Fund, P.0..Box 4327, Baton Rouge,
Lomslana 70821 or: 225-344-5001
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. PUBLIC. LIABILITY FUND

STATEMENTS OF NET POSITION -
_ DECEMBER 31, 2013AND 2012 *.

ASSETS.

~. .

2012

© 2013

lnvmmems(noteat) ; ST T8 20,909,266
) Accounlsreeexvable,net S .o 1,303,826 -
Reinsurance receivableé (note 3) s STy 1,667,937
Deductibles receivable - S . 230,107

8 22,738,104

1,375,587
1,115,988
163,329

110669

- Totalassets 0 0 L. o T s 2am06)

L .' :ﬁquuﬁém.-, L '- “‘ -;. .-“. Lt ] . ° ', '- oo . ’ . .~i .- .'.
- . LIABILITIES ANDNETPOSITION. . .

Unpmdclmms lmblhty,net(note3) ,"'$. 13 840000';

“Unedrned preiiums ,. .\ - o 2,259184,".'j

Due t6 affiliates - net(note2) S o R 538,296

§ 25:503,6T7

-8 ,....13,583 000

2,126 709"
_ 83,594
- 19,290

Aecruedexpensw R Lo - 18184

Totalliébiliﬁa o T 16655664'

15,812,593

9,691,084

‘ -"'NetPosmon . e S "-..‘ e 7,565,597 -

U8 25503677

‘Total iabilities, deferred inflows, dnd st position: ~ . . _$ 24,201,261

rr
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31, 2013 AND 2012

2013 2012
OPERATING REVENUES
Premiums earned $ 493,243 $ 16,484,577
Total operating revenues 493,243 16,484,577
OPERATING EXPENSES
Claims expense (note 4) 184,166 13,822,258
Reinsurance premiums and commssion (note 2) - 1,135,331
Service agent fees (note 2) 15,475 789,479
Admunistrative fees - related party (note 2) - 14,495
Miscellaneous 17,805 27,338
Total operating expenses 217,446 15,788,901
OPERATING INCOME 275,797 695,676
NON-OPERATING INCOME
Investment income, net (note 4) 916 1,662
CHANGE IN NET POSITION 276,713 697,338
NET POSITION - BEGINNING OF YEAR 1,624,338 927,000
NET POSITION - END OF YEAR - $ 1,901,051 3 1,624,338

The accompanying notes are an integral part of these financial statements.
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LOUISIANA MUN]CIPAL R]SK MANAGEMENT AGENCY
PUBLIC LIABILITY. FUND

L s ATEMENTSOFCASHFLOWS = e
- ARSENDEDD CEMBERSI 2013AN1)2012 e

2013 . - 012

Cashﬂowsfromopaanngacnvmw - : e R

- Operating (10ss) gain - oL ST 87 (1,864,233) .8 7. 964,070

Adjusunmtstoreconcﬂeopemnnggam(loss) ’ I ' .
tonetcashprowded by operanons . T : T

Bad debt expeiise ' Do T 50658 . - 165,172.
.Change in‘receivables’ - | . - (597 080), 1211415 .

Chmgemunpa:dclalmslmbxhty ST L2sTe00 0 617000 X
‘- Chanige i accrued €xpenses, imearned . | : R :
premlmns and due to: aﬂihatm S S 586,07,1 " ]4 175:

Namsh(medm)pmwdedbyopmmgmmwl] (1,567,584) .__ " 2,971 832

C _.jCashﬂowsﬁ'ommkungactlvmw o o L ’
. ~'Puithasesofinvestments - 1 o o . .(4,596,58T) (15 540,3]0)
" Proceeds from sales and miatutities of i mkunems 5583910 .. . 12,044,431

lnvestmentlncomereoewed I . S - 580,261 : .‘ 524047

Net cash prowded by (used m) inthmg act:vm&s: o 1,567;5I84 = (2,971;832)

‘Cash,beglmnngofyear o L _ e

" The accompansiig otéé v & izl pantof thése financie) satements,




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
; - PUBLIC LIAB]LITY FUN'D

I‘M'E_S_T_O__FLN_A_NCI_ALM___’HWTS

, l SlGNlFICANT ACCOUNTING POLICIES

e .

Backgmund md F‘mancml Statement Praermmon

Loulsmna Mumclpal Risk: Management Agency (LMRMA) was’ fonned under Lomsxana Act No

462 of 1979 to prowde a program of workers' compensation, accident and health, and -public -

liability. coverage for its member organmtlons In accordance with Revised Statutes 33:1341-

* 13505 all local government’ subdivisions in the State of Louisiana are-eligible to participate. The .. a
" IMRMA Publlc Liability Fund’s (the Fund) general objectives-are to formulate, develop, and -
‘administer, on behalf of the member local govmmental subdivisions, a program of interlocal *

.. . nisk’ management, to obtain lower costs for that ¢ coverage, and to develop a comprehensive loss
" control program. Local .governmental subdivisions joining the Fund must be members of the

Louisiana: Municipal Association; a member may withdraw from the Fund by giving proper

- notice.: Fund uriderwriting and rate setting policies have ‘been established by the Board.of the 3

.. Fund afier consultation with actuaries. If the assets of the Fund were to be exhiausted, members

" - would only berwponsible for their respective outstanding claims. As of December 31 2013 and -
T .2012, there were 222 and: 223 partu:lpatmg mmnc:palmes, mpectwely ;

) . Lomsmna Mumcnpal Assocumon (LMA) 15 an assocnatlon for: the mummpalmes of Lomslana and
* is:incorporated as a ‘nonprofit corporation under the laws of the State of Louisiana. LMA -acts as

o the admmlstrator for: the Fund

".":.RlskManagement, Ing; (RMI) is atimd party servnee agentprnnan]y forLMRMA msm-anee '
o ~ﬁmds RMI, -a‘Louisiana Corpomhon, isa Mlolly-owned subsndmry of’ LMA - N

_Lomsmna Mumcnpal Reserve Flmd -Agency: (LMRFA) was formed under Lomsxana Revised

. ‘Statutes 33: 1349(6) LMRFA consists of interlocal risk management agencies pooling excess

" funds to provide reinsurance. Administration of the LMRFA is vested in. the Execnnve Board of
.. LMA: LMRFA reinsures the LMRMA Public Lnablllty Fund. - : )

'IhevanomLMRMAandLMRFAFunds LMAandRM]areallaﬂihatedthmughcommon

. \mbershnp and management control. Although all of these entitics are related parties, their
. various net: posmons are-available only to each individial- entity for.its operahons ‘For:this . :_ :
reason, - each- entity is ‘presented as-a separate’ "stand alone” éntity in"accordance with the

E "’Governmental Accountmg Stnndmds Board (GASB) Statement No. 10 and GASB Statement No.

- ;14 L A

)

Baslv ofAcwunting R

“The. Fund is; consndered an: enterpnse fund and, aoeordmgly, uses the aecmal -method of
. . accounting and the flow of econonic. resources measurement focus. Under the accrual basis.of
»-.accounting; revenues are: recognmd in the accounting period in ‘which they.are earned.and . .

expenses -are. recognized -in the period incuired. The Fund applxes all apphcable Financial

' Aecountmg Standards Board (FASB) pronouncements issued on or before November 30, 1989 in’
- accounting for jts operations unless those pronounccments conflict with or. eontradnct GASB

: pronouncements, in'which case, GASB prevails. -

‘ '--."Smee the busmws of lhe Fund is essentrally that- of ai msurance eompany havmg a busmm'

. cycle g:eater than' one ywr the. statements of net posmon are not presented ina classnﬁed fonnat.

. -9-




LOUISlANA MUNICIPAL RISK MANAGEMENT AGENCY
’ PUBL!C LIABIL]TY FUND ‘ :

NOTES TO. FINAN CIAL STATEMENTS

1. SIGN!FICANT ACCOUNT]NG POLICIES (contmued)

(c) Net Position - B

@

During the' year’ endéd December 31, 2012 the Fund unplemented ‘GASB No. 63 Fmancral -
Reporting of Deferred Owutflows of Resources, Deferred Inflows of Resources, and Net Position;,

‘GASB' Statement No. 63 -provided financial “reporting guidance for -deferred outflows of . -
Tesources and deferred inflows of resources and also redefined the drﬂ‘erence between total assets -

and total Ilabllrtles presented i in the Statement of Net Posmon

.Invmmm

Investments are reported at éstimated farr value except for short ferm and money market~. '

..~ - investments; consisting primarily of U.S. Treasury obligations with a maturity of one year or less

at time of -purchase, which are reported at cost. Fair-value is based on the last reported sales -
price if available; if not available, fair value'is ‘based on esnmated fair value. "Realized gains and
losses-and changes in unrealized gains and losses on’investments recorded af fajr value are -

. included” in_investment income.  Investments. include money market - “accounts, repurchase
.. agreenients, U, S. Government Agency obhganons and U. S Treasury secunt:ee -and are held for -
; 'long term purposes. ;

- Premwm Income and Recavables

‘Premnnnsarereeognmdasmcomeoverthehfeoftbepoltcmasﬂleybeeomeeamed. Any -

- adjusunentstommualpnmrmnsareoonsrderedtobeachangememateandarereeogmzedm

-theyeertheybecomeknown Acqursmoneostsassoemtedmﬂnnewandrenewalcomraetsare S
‘lmmntemltotheﬁnancral stntementsandareexpensedwhenmemred k

. The Flmd consrders aceounts reeervable reinsurance: recewable, and deductibles receivable to be. -
fully” collectible;’ aeeordmgly, no allowanee for doubtt‘ul accounts has been eembhshed. If -

© " diccounts or deductibles become. uncollectible, they will be charged to operations when that

determmauon :is made. - Collecuons :0n .accounts : prevrously wntten oﬁ' are mcluded in odrer -
income when. reeerved . .

: Opamng/Non-Opa'aring Revame and Expense

: -Opemtmg revenues oousrst of member premru.ms as these revenues. are generated from the..
Fund’s: «operations . and;are needed to’ carry. out’ its’ statutory purpose Al expenses incurred for -

" “that purpose are - elassrfied ‘as;operating ‘expenses.  Investmerit- income and other revenues: and -

expenses: whrch are ancnllary to the Fund's statutory purpose are. clnsslﬁed as. non-opemung.

I-'iO} '. o
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NO‘]‘ES TO FINAN CIAL STATEMENTS

IGQEICANT ACCOUNTING POLICIES (contmued)

@®

()

0

0

Unpmd C?mms Lmblluy .
The Fund provides liability.coverage to members for ¢lairns mcurred dunng the benefit penod

regardless of when the clainis aré reported to the Fund. The Fund establishes claims: liabilities o
based on estimates of the ultimate cost of claims (including. future claim adjustment expenses) -

that have been’ reported but riot seftled and of claims that have been incurred-but fiot reported. .
The length of time for-which such costs must be estimated ‘varies dependitig on the coveragé
involved. Estimated amounts of reinsurance recoverable'on unpald claims are deducted from the -

liability for ‘unpaid claims. Because actual claims costs ‘depenid onsuch complex factors as . .

inflation, changes in doctrines of legal liability, and damage awards, the process used in
computing’ claims’ habllny does not necessarily result -in "an exact amount, partncnlm'ly for
coverages:such as public liability. Claims liabilities are recomputed periodically using a variety
of actuarial and statistical techmques to produce current estimates that reflect recent setﬂemel:lts,-
claims frequency, -and other economic -and ‘social factors. A provision for mflation i in the
calculation- of estimated: future clainis costs is implicit in_the. calculation” because reliance is
placed both on. actual. lnstonoal data that reflects past mﬂatlon and on other factors that are
consndered to be appropnate modlﬁers of past expenence

Adjustments to clmms liabilities aré charged or cmdned to clmms expense in the penods in
which they a are made “The canymg amount of habllmes for clanns Iosses and clmms expense are
preeented at present value in the. ﬁnanclal statements '

Statemenn of Cash I"Iows

For the pm'poses of the slatements of eash ﬂows, cash mcludee eash in demzmd depos:t aeeotmts
with’ banks. -Simce eemﬁcates of deposit, money markets and repmchase agreements are usually
purchased wrth mtunt:es of 90 days or more, they are. classnﬁed as’ mvestmenls.

Excmkeimmnce S “

'l‘hethdusesexcessremsuranoetoreduwentsexposmetolargelossesonmsuredevents
Rcmsumce permnts tecovery of a pomon of losses from® remsmers, alihough it does not’

not neport remsured nsks as l;abllmes nnlecs itis probable that those nsks wﬂl not be covered by
reinsurers: _

Imme Taxn

The Flmd is. exempt ﬁ'om federal meome taxes under Sectlons 7701 and 115(1) of the lnternnl
Rev-ue Code - .




RN LOUIS!ANA MUN]C[PAL RISK MANAGEMENT AGENCY
ST PUBLIC LIABILITY FUND - : °

c NOTES TO FlNANCIAL STA'I'EMENTS

~ ;1. _ SIGNIFICANT ACCOUNT]NG Pomcms (contmued)
(k) Use Q['Emmates 2

Management of the Fiind has made -a number of estlmates and assumptlons re]atmg to the
feporting .of - assets’ and liabilities 16 prepare these, financial statements in ‘conformity. with .
- accounting principles generally acceépted in'the. United' States’ of Amenca. Actual results could -
differ from those estimates'and assumptions. For. example; sagmf cant estimates and assumptions .
are.used in. estimating its insurance- liabilitiés, fair values of investments and accruals. . If future
. .experience d dnﬁ‘ets matenally for these esmnates and assumpuons, the ﬁnancml statements could
. be aﬁ'ected

- z; RELATED PARTY. TRANSACI'IONS

" LMA, RMI and’ LN.IRFA prowde services related to the self-msmance funds operated for the benefit of

-, Louisiana. mumcnpdmes. .The:fees for these services are based on a-percentage of the eamed normal
., premiums;(ENP). for the : years ended December. 31, 2013 and 2012 The respective, pementag&s of the

” respectwe earned ‘normal premmms and eamed stnndard premmms are as follows - '

s ' " 2013 oo
'--._'Expmses(andcmrentfeestmame)_ ST
..+ Administrative fee - LMA" o A AU
UTO00%OFENP). . U0 g 162128 65887
- Service agent - RMI B RS

- (725% of ENP) - L ‘¢-§»'-~‘. 634281 -8 __: 682,046 .

* Reinsurance — LMRFA“ S R
(21 75%ofENPm2012,4400%m20]3) ;84655476 - §__2.046,139

Remsnrance recovmes ﬁ'om LMRFA ; _ Mﬁgﬁﬂlé& .

Due(to)ﬁ'oma.fﬁhates. ST

. IMA Y - LT s 143788 (8 . 814) -
RMI o LR 218392 312,828
IMRFA =~ -7 06047 350,903)-.-,

LMRMAWorkers Compensatlonand R c(___._4.705)
. , : £§==$ﬁ§éﬁﬂﬂ GL=.;.EL2¥D

e Fortheywended Deoembcr 3l 2013 lheboardofdu‘ectors appmved one txmetransfersof$625 000m .

admmnstranve fees ﬁ'om LMA to the LMRMA wlnch is reﬂected asa reductxon of admmlstratlve fees. )

12




LOU]SIANA MU'N]CIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND - -

'NOTES TO FINANCIAL summ:msz Kb

3. CLAIMS EXPENSE AND UNPAID CLA]]VIS LIABILITY

" The. followmg represents changes in’ the Fund’s aggvegate unpald clalms llabllmes -for: the yws ended
DecemberEll 2013and20]2 ‘ ‘ R
PR L o ST (Amom\tsmthwsands)

Llabllrty for unpmd losm at. begmmng of year gross _ ) $ ‘ 3l 430 -§ $ 26,357
e L%s ‘Reinsurancé: récoverables - R 17.847 . ~13.391
‘ Llablllty for. unpmd losses-at’ beglnnmg of. year net N 213.-583' e 12,9_6_6. _

Netmcurredrelaledto T e SR feone

" .Curmentyear - ST S . -.6482 6700
Pnoryears o e I woed 922 o ()
Tomlipeured™ . e oL T4 . 6697 -

-,Netpaldrelatedto T R PP
: - “Cufrent year B T < S © )~ S
Prioryears . .0 T oo o L - 6300 . 4996, .
ciowlpaid U0 e 0L T T 6080

-

- Linbilty for unpid lo lossesatendofyear,lgmss S 20803 07 314307 -
" - Liess: Reinsurance recoverables . - Coes . T L _aw 15563 - - ol7.847 -
'-._fhabllltyforunpaldlossesatende)'W,net iR 1384000 8 13583

o : T addltlon to t.he unpald clmlns cova'ed by the Fmd’s remsm'er (LMRFA), there are $1 66‘7,937 and
g 1 115,988 of. pald clmms which. are. recoverable ﬁ'om the reinsurer - at December 31, 2013 and 2012;
. .mpecuvely . : . ,

’ Dunng 2013 the Fund expenenoed unfavorable development of prior year ectlmated loss menm .
_‘During 2012 the- Fiind experienced shghtly favorable development. . The’ ‘unfavorable developments
* related. pri ytoeewamadvamageousjudlcmlproceedmgsaswellasanoverallmcreasemmcmed

o claims. In. ectabhshmg claims: liability.reserves, management ¢ considers facts. currently lmown, historical °

o elmms mformanon, mdusu'y average loss data. and the. present state of lnws and'c ooverage However the
L Judgmental factors. Management behevec tha the- aggregate Ioss: reserves at.December 3] -2013 are

" adequate- to"cover claims ‘for losses ﬁmt have. occurfed. Management can'give no.assurance that the - :

- ultimate claims incurred. tbrough Deeember 31 2013 w:ll ‘not: vary from: lhe above &snmates, and such -
jdlﬁ‘erence could be sngmﬁeant. . ; . . -

L The Fund}s’ clmms payable have been dlscoumed for. Deoember 3] 20]3 and 2012; hased on the Fund’
T -.‘_antlcnpated payout. ‘patteris:; ‘and’ dnseount rate .assumptions: of -4:5%;-which - managemént: expects 10
" approximate theinterest- earnitigs._over: the payout period. The: effect of the _Teseive dlsooums was
;-'ﬂ$l 003 000and$l 065 OOOatDecember3l 2013 and 2012, rwpectwe]y we :

QRS B




LOUISIANAMUNICIPAL RISK MANAGEMENT AGENCY -

PUBLIC LIABILITY FUND
I ‘:‘ S NOTES 'ro FlNANCIAL STATEMENTS
) DEPOSITS AND INVESTMENTS

“The Fund must comply with - Rule Number 4 ‘of the COIDﬂIlSSIOIlel' of lnsurance State of Lomsmna

Accordmg to Rule Number 4, all deposits in ﬁnanclal ‘institutions shall be limited to institutions in
Louisiana unless a higher. rate .can be obtdined in an out-of-state institution. Deposits in financial -
institutions may exceed the federally insured amount:in any one’ financial institution, as long as the

- amount is not in excess of the greater of $500,000_or 5% of the combination of surplus, undivided profits . -
~xmd reserves. as. currently reponed by .the fmanclal mstmmon in questnon 'In regard to deposits and -

" . investments, the Fund was in comphance wrth t.hese revnsed provnsnons asof and dunng the years ended. .

_ Deeetnber 31 2013 and 20]2

o Under Rnle Number 4 of the Comlmssmner of ]nsumnce, State of Loms1ana, the Fund ‘may-invest-any

surplus imonies-in‘ obhgatlons of the'U.S: Government-and its agencies, .as well as financial institutions.
Included in investments are-money market-accounts and repurchase. agreements ‘The Fund pol:cy isto
wire transfer cash as needed ﬁ'om mvestments to support dlsbursements Consequently, a zero cash

'f balance is mamtamed

~Statement Nmnber 40 of the Govemmentnl Accountmg Standards Board (GASB Statement No 40),' :

- Deposits and Fivestment. Rrsk Disclosures established and modified:disclosure: reqmrements related to

.~ investment risk. Tlus sectlon describes’ the various types of mvestment risk and the Fund’s. exposure o

" The followmg table presents the esmnated fmr value ‘and- amomzed -cost. of mvestments permnssible

- “under. the rules, ob_]ectwes and gmdelmes of the Fund as of. Deoember 31 2013 and 2012

2013 ' '. 2012

Inv entTm ' ,'~fFait\{elue:_ Cost Feralue - _Cost. -
._USGovemmentmortgage—backed R EU S e
©securiies’ . s 9973,269 s 9836404 S §;306,zso $ 5666371
s Agencydebtobhgatnons s, 134; 7593697"_ I 12041910 11,365,047

.'q.§..r;gasq;ybopdsmdnm .-535,502 " 565687' S s86325 - 564925
Money market finds' ., __2.745361 ;,,.;.;745,36; i 4303609 4303609

VIR




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
: - PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS S

4. DEPOS]TS AND INVES'IMENTS (contmued)
: Cuwt_m

Custodial credlt risk for;i mvestrnents is.the risk that, in the event of the. faﬂure of the oolmtezparty foa
.tmnsactxon, the Fund will not be able to recover the value of investment or collateral secufities that are
'in the possession of an outside party. Exposure fo custodial credit risk arises- when securities are
: uninsured, or are not regnstered in the name of the Fund, and are held by either the counterpany or the
e coumerpany s trust departmem or agent, but not m the Fund’s name. . :

" “The .E*nmi*s mvestmﬁntts in government debt obllganons are. unmsmed on ‘the perfonnance of the
’ mxsmdmn and are exposedito custodial credit risk because they are held by counterparty Investments in
cxtemal mvestment pools, mutual funds, and other pooled. investments ‘are- not ‘exposed to custodial .
- amdlt TRSkibﬁcanb—&lof their natural dwemlﬁoauon and the dwersnﬁcahon reqmred by the. Secumnw and
: .Lxcha:nge Comm:ss:on . ,

it Risk ‘ ' . .
Credit nsk i§ deﬁned as the nsk that an issuer. or, other counterparty to an mveslment will not fulﬁll AtS

obhganons Nationally. recognized standardized rating’ systems are a tool with whiich to aséess credit
- risk on debt obligations. U:S: Government debt securities are not required to’ be rated. The following

2012.
o " - .. . FairValue © 7 FairVelue
- ‘Standardandl’oor sRatmg : —2013 2012 .
© Moneymaketfunds—notrated  § 2745361 . S 4303609
- U.S. Government securities ‘. N :
Notrated - . ' " 6358407 - - 6392585 .
.. RaedAA+ . . T 11805498 - - 12041910 -
. fl‘o_tiil' LU $.20000266 ¢ . -8 22738104

Concenu-at:on of credit nsk Telates © the risk of loss atm'buted to-the. magmmde of the. Fund’
. ‘investment.in a single issuer. “The. Fund bas no investments in any one- |ssuer that tepmented S% or
more of: tota] mvestments, .other than the U S. Government_ L ;

18-

table.is provided: for use in. assmmg the Fund’s exposure to credit nsk as ofDecember 31, 2013 and .
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wUlSlANA MUNICIPAL RISK MANAGEMENT AGENCY
- : PUBLIC LIABILITY FUND

~: . NOTES TO FINAN CIAL STATEMENTS
4. DEPOSITS AN'D lNVESTMENTS (contmued)

lmemt Rate stk

.. Interest rate nsk is deﬁned as the nsk that changes in overal] market mtemt rates’ w:ll adversely aﬁ'ect '
" the. fair value.of an’investment.. . The risk is applicable to debt investments- with fair values that are -
sensitive to chnnges in interest- rates One indicator of the measure of interest rate risk is the- dlspersmn )
) of:matunty dates for debt instrurments. ‘The: followmg table shows: the Fund’s fixed.i income investments
o7 and maturmw in actwely-managed accoums at December 31, 2013:

INVESTMENT MATURII’IES (m yws)

Greater'

. Bstnnated R . - " than
. Investm ent Type - Pau'Value . Less than 1 -5 . . . 610 - . 10 -
e Moneymarketﬁmds‘_- ‘§ 2745,36] 275361 0§ - .8 s

andnotcs '. 535,502 " RS .- 7o 535502 e o-
US Govemment L e : ;_.', S _." o

mortg.age—hacked R R ‘ .- .

-~ 'scurities. " . C9Imas 100 sss 2,984 7os : 1,917 810 4,969 866.;'

U s. Agencydebt e .

obhgat:ons 7 655 134 ~ 35;472 4,395,26 M,

’ 'Mortgage-backed secuntles are mcluded in'the above table based upon their contmcuml terms Tlme .
" types.of secunnes typlcally expmence repayments overa shorter term.:

‘.'Net mvestment moome (loss) for the years ended December 31 20]3 and 2012 cons:sts of the

'followmg. - N \
N 013, _ZQL

Ierestincome.”. " . .. - T T $.490938 §- 470,686

: Rmhzedlosses net oL (82,1!8) (64,456) .

’ Umealmdgamsansmgdmngtheyear net e wn P (670,015) 42,4!:2

:»'-LJM L..‘Jﬂ.ﬁil

BRS TEA
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- . PUBLIC LIABILITY FUND

RT3 REINSURANCE POLICY COVERAGE

Durmg the years ended December 31, 2013 and 2012, LMRFA pmv1ded remsurance to LMRMA Pubhc "
.-_:Llablhty Fund w1th the following lnmts _,- :

e lteml -t $5 000 000 annual aggregate in excess of 65% ofeamed normal premmm L o
UPTR L ItemlI " Each and every. loss mexeessof$100 000 maecldent years pnor to 2012 and $150 000' '
ST for 20]2 and 2013 , :

) The Fund and LMRFA represent a eooperatwe progmm “for- group fundmg and risk management of
public: hablllty ¢laims ‘of participating Louisiana municipalities: Although premiums billed to_the "

. paxtlcnpants are - determmed on an actuanal basis, ultimate hablhty for clmms remams “with. the". "

pamclpants

: ) »Pnor to !993 Lomsmna law’ hmrted the llablhty of the mumclpa.lmes to $500000 per, ‘occurrence.
- . During 1993, the Lou:smna Supreme Court revoked tlns limit. The above "specific reinsurance - lirhits"

“‘for the Publlc Liability 'Fund ¢overs clanns up to $500,000. 'As of Novémber 1, 1995, the stalntory C

. ‘habxhty mcreased to $750,000 from $500,000. The Fund's eovemge remains unchanged

L The fol]owmg are condensed Statements of Net Posmon for LMRFA at Deoember 31

. ' = M : 2013 - 2012 T
Assets R T 44315513 $: 44537,935
‘ Llabrlltxes e '_ 43,248,;11 43,431,26

. At December 31 2013, the Fund: mcluded $15.5. mllhon as recoverable from LMRFA whlch reduced
lmblhtles for. antlc:pated losses The Fund’s’ ﬁnanclal statements have béen prepared on:the assumption

LMRFA has financial resources to honor all'of its financial obligations. ‘Should LMRFA not be able to -

meet its financial obligations to the Fund, the fund remains’ ‘primarily obligated. for the liabilities insured” _
.by:LMRFA:. Management contmues to evaluate the amounts recoverable from LMRFA and behevec the L
. amounts a:e all reooverable ) o -

6, .sm;sn DUEN TEY e ) S .
" .Management has evaluated evems througb the ‘date tbat the ﬁnanclal smtements were avallsble o -be

'~1ssued, June. 18;2014. and- determined- that there were no events that reqmred dlsclosure No-events. -
. oceurrmg aﬁer thls date. have been consndered for melusmn m these financnal statements

NUA
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The table below iltustrates the Fund’s eamed pormal premmim and investment meome compared to relsted costs and undiscounted claoms expense
(net of loss assumed by remsurers on specific losses) mcurred by the Fund as of the end of 2013 and as of the end of each of the last nme years.

2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
{in thousends)
ENP and mvestment -
meome $ 107278 1,218 119888 11811 S 11711 S 12,0258 11,2758 9491 S 9067 $ 8992
Oparaing costs
5449 361 3395 3133 3,266 3,034 3189 3081 3937 3907
Estunated maored
claims and clams
expense, end of
policy year 1374 8,778 6826 6,287 6,097 5307 4,959 4833 4,902 6,876
Ped (cumnlative)
ss of
End of policy
year ~ 838 1,084 931 920 787 954 928 478 789 930
Onpe year later - 2,705 264 2379 2,229 3,532 2323 1253 1,941 2241
Two years later - - 4,733 3886 3 B6S 4595 4,555 2111 3,534 3,831
Three yesrs kater - - - 4897 4737 6158 5837 3 4,361 4735
Four years Iater - - - - 3N 6,868 6,466 4115 5027
Five years Iater - - - - 7158 6,619 4,537 5,666 5834
Six years hater - - - - - - 6,709 4,613 5,840 6317
Seven years later . - - - - - - 4714 5914 6,390
Esght years later - - - - - - - - 5 6,400
Nme years later - - - - - - - - . - 6,404
Re-estomated mowrred]
claams and clans
sxpease |
[Brd of prdicy
yoar 1374 8,778 6,326 6,287 6,097 5,307 4,959 4,833 4,902 6,876
Oz yoar juter - 8,476 7083 6,460 6,103 8,682 5,706 4272 5,300 6,144
T yoars tnter - - 7,466 6,287 95 7,038 1294 403 5338 6,069
Thees years lnter -~ - - 6,180 6,103 7038 6,78) 4369 s 5.954
IFour veurs later - - : - 6,064 7430 6781 4940 5,741 6,404
Frve years Iater - - - - 7,553 7.228 4,957 5749
Sux years later | - - - - - - 7,075 4,940 5,840 6317
Seven years ey - - - - - - - 4,854 6,143 6,390
Eaght vears later - - - .- - - - - 6,058 6,541
Mane years Iatey - - - -r - - - - . - 6,479
Increase (decrease) m
and from
expense -
cnd of pobcy
year - (302) 640 on 33) 2246 2,116 21 1,196 397)

Sec accompanymg mdependent anditors’ repost,
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INDEPENDENT AUDITORS® REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFO D IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Officers and Trustees

Louwssiana Municipal Risk Management ‘Agency
Public Liability Fund

We have audited, in accordance with the auditing standards generally accepted m the Umited States of
America and the standards applicable to financial audits contained 1n Government Auditing Standards
1ssued by the Comptroller General of the Unrted States, the financial statements of Lowisiana Mumcipal
Risk Management Agency - Public Liability Fund (the Fund), which comprise the statement of financial
position as of and for the year ended December 31, 2013, and the related statement of revenues,
expenses, and changes 1n net position, and cash flows for the year then ended, and the related notes to
the financial statements, and have 1ssued our report thereon dated June 18, 2014

Internal Control Over Financial Reportmg

In planning and performing our audit of the financial statements, we considered the Fund’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Fund’s mternal control over financial reporting. Accordingly, we do not express
an opnion on the effectiveness of the Fund’s internal control over financial reporting.

A deficiency n mternal control exists when the design or operation of a control does not allow
management or employees, i the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis A material weakness is a deficiency, or combination
of deficiencies, 1o mtemnal control, such that there 1s a reasonable possibility that a matenal
musstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis A sigmificant defictency 1s a deficiency, or a combmation of deficiencies, 1n mternal
control that 1s less severe than a material weakness, yet important enough to ment attention by those
charged with governance

Our consideration of internal control was for the hmited purpose described i the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be matenal
weaknesses or, significant deficiencies. Given these limitations, during our audit we did not identsfy any
deficiencies m internal control that we consider to be material weaknesses However, matenal
weaknesses may exast that have not been 1dentified.

Comphance and Other Matters

As part of obtamning reasonable assurance about whether the Fund’s financial statements are free of
matertal misstatement, we performed tests of 1ts comphance with certamn provisions of laws, regulations,
contracts and grant agreements, noncomphance with which could have a direct and matenal effect on
the determimation of financsal statement amounts However, providmg an opimon on comphance with
those provisions was not an objective of our audit, and accordmgly, we do not express such an opmnton
The results of our tests disclosed no mnstances of noncomphance or other matters that are required to be
reported under Government Auditmg Standards

-19.-
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Response to Finding

The Fund’s response to the findmg 1dentified in our audit 1s described in the accompany schedule of
findings The Fund’s response was not subjected to the anditing procedures applied mn the audrt of the
financial statements and, accordingly, we express no opinion on 1t

f this rt

The purpose of this report i1s solely to describe the scope of our testing of mternal control and
comphance and the results of that testing, and not to provide an opinion on the effectiveness of the
Fund’s internal control or on comphance This report 1s an integral part of an audit performed n
accordance with Government Auditing Standards m considering the Fund’s intemal control and
comphance Accordingly, this communication 1s not suitable for any other purpose

“Rstath e £ Nedby e

Baton Rouge, Louisiana
June 18, 2014

-20-
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: "‘PUBLIC: LIABILITY FU'ND ’
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YEAR ENDED DECEMBER 31.2013
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

SCHEDULE OF PRIOR FINDINGS )
YEAR ENDED DECEMBER 31, 2013

FINDINGS—Financial Statement Audit -

2012-1  Internal Control Over Financial Reportin

Critena

djts

Cause

of Responsible

The definttion of mtemmal control over financial reporting wncludes ensurmg that
policies and procedures exist that pertain to an entity’s ability to mitiate, record,
process, and report financial data consistent with the assertion embodied in the annual
financial statements, which for the Fund, 1s that financial statements are prepared mn
accordance with generally accepted accounting principles (GAAP)

The Fund retains an actuanal specialist to assist i the calculation of the unpad claims
liability for each financial reporting period The development of estimates for unpaid
claims reserves rehes on accurate and consistent data for claims payment patterns, case
reserve sethng practices, clamms reporting, and other statiscal data provided by
management Changes 1n the underlymg data sources and claims handling practices
over time must be communicated and considered 1n the actuanal trendmg and analysis
n estmating future claims settlement

During 2012 management determmed that certam mformation used to prepare the
actuansal valuation of the unpaid claims reserves was used erroneously and resulted m
maccuracies m the computation of the unpaid claims reserve valuations for the year
ended December 31, 2011 and some prior years Certamn components of the
mnformation communicated to the actuarial speciahist were mconsistent with the Fund’s
actual underlymng claims data and some information was musunderstood in
communications with the specialist.

These conditions resulted 1n the estimates for unpaid claims reserve habilittes bemg
based on maccurate information and the misstatement of the year end actuanal
valuation of the unpaid clamms reserve habilities. Thess errors required the restatement
of the Fund’s 2011 financial statements These conditions were considered to be a
significant deficiency in the Fund’s internal control over financial reporthing,

The Fund’s management and actuanal specialist have mplemented addrtional
procedures to ensure the accuracy and consistent understanding of the Fund’s claims
mformation being exchanged and improvements in the communication between these
parties. We recommend that the Fund continue to monitor these additional procedures
and make addihonal mmprovements as necessary to enhance the accuracy and
understanding of the information utilized to estimate the unpaid claims hability

Planned Corrective Action

Management agrees with the finding and management has implemented procedures necessary to enhance the
accuracy and understandmg of the mformation utihized to estimate the unpaid claims hability Dunng 2012,
management began providing automated data to the actuary and implemented a mid-year review by the
actuary Management will continue to implement these added procedures mn future periods

Current Status

Resolved
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INDEPENDENT AUDITORS' REPORT

Officers and Trustees )
Louisiana Municipal Risk Management Agency

Workers' Compensation Fund
Baton Rouge, Loussiana

We have audited the accompanymg financial statements of Louisiana Municipal Risk Management Agency :
Workers' Compensation Fund (a quasi-public orgamzation) (the Fund) which comprse the statements of net

position as of December 31, 2013 and 2012, and the related statements of revenues, expenses, and changes

net position, and cash flows for the years then ended, and the related notes to the financial statements

Management’s nsibility for the Fimancial Statements

Management s responsible for the preparation and fair presentation of these financial statements in
accordance with accountmg pnuciples generally accepted 1n the United States of Amenca, this includes the
design, implementation, and mawntenance of mternal control relevant to the preparation and fair presentation
of financial statements that are free from matenal misstatement, whether due to fraud or error

Auditors® Responsibility

Our responsibility 1s to express an opinton on these financial statements based on our audits. We conducted
- our audits m accordance with auditing standards generally accepted 1n the United States of Amenica and the
standards applicable to financial audits contamed i Government Auditmng Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free from matenal misstatement.

. An audit mvolves performing procedures to obtain audit evidence about the amounts and disclosures m the
financial statements. The procedures selected depend on the auditors” judgment, including the assessment of
the nisks of matenal misstatement of the financial statements, whether due to fraud or error In making those
nsk assessments, the auditor considers internal control relevant to the Fund’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropnate i the
circumstances, but not for the purpose of expressing an opmion on the effectiveness of the Fund’s internal
control Accordingly, we express no such opwion. An audit also mchudes evaluating the appropnateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained 1s sufficient and appropnate to provide a basis for our
audit opmions.

8550 United Plazo Blvd, Sute 1001 « Baton Rouge, LA70809 « Tel 225922 4600 « Fax 225922 4611




Opinion .

In our opnion, the financial statements referred to above present fairly, in all matenal respects, the financial
position of Louisiana Municipal Risk Management Agency — Workers’ Compensation Fund as of December
31, 2013 and 2012, and the results of its operations and its cash flows for the years then ended 1» accordance
with accounting principles generally accepted in the Umited States of Amernica

Other Reports Required by Government Auditmg Stamdards

In accordance with Government Auditmg Standards, we have also i1ssued our repost dated June 18, 2014, on
our consideration of the Fund’s mtemal control over financial reporting and our tests of 1ts compliance with
certain provisions of laws, regulations, contracts, grant agreements, and other matters The purpose of that
report 1s to descnbe the scope of our testing of internal control over financial reporting and comphance and
the results of that testing, and not to provide an opinion on the internal control over financial reportmg or on
compliance That report 1s an integral part of an audit performed 1n accordance with Government Auditing
Standards n considering the Fund’s internal control over financial reporting and comphance

Accountmg pﬁncxplew generally accepted i the United States of America require that the management’s
dssc:uwm and analysxs on pages 3 through 5 and the schedule of ten-year clamms development on page 18 be
presented to supplement the basic financial statements Such mformation, although not a part of the basic
f'mancm! statements, 1s required by the Governmental Accounting Standards Board, who considers it to be an
es&ﬁntial part of fi nancml reporting for placing the basic financial statements n an appropnate operational,
ecammm, or hxsmma} context. We have apphed certan hmited procedures to the required supplementary
mfhmatmn m acamimce with auditing standards generally accepted m the United States of Amenica, which
oonslswd of mqmrr% of management about the methods of preparng the nformation and comparmng the
mformationifor consistency with management’s responses to our mquiries, the basic financial statements, and
other knowledge we obtamed durmg our audit of the basic financial statements We do not express an
opinion or provide any assurance on the information because the hmited procedures do not provide us with
sufficient evidence to express an opmion or provide any assurance

PMettune ¥ Nyl

Baton Rouge, Lowsiana
June 18, 2014




LOUJSIANA MUNICIPAL RISK MANAGEMENT AGENCY - WORKERS’ COMPENSATION FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
UDITED

The Management's Discussion and Analysis of the Louwisiana Mumicipal Risk Management Agency —
Workers’ Compensation Fund’s (the Fund) financial performance presents a narrative overview and analysis
of the Fund’s financial activities for the years ended December 31, 2013 and 2012 This document focuses
on the current year's activities, resulting changes, and currently known facts in comparison with the prior
year’s information  We encourage readers to consider the information presented here in conjunction wrth the
Fund’s financial statements, which follow this section

Financial Highhghts

e The assets of the Fund exceeded its habilities at December 31, 2013 by $29,983,551 compared to
$35,024,476 as of December 31, 2012, which 1s a 14 4% decrease over the previous year

e At December 31, 2013, the Fund’s assets totaled $49,826,377, which consisted primanly of mvestment
securtties pnmanly composed of direct and indirect investments m U S Govemment debt obhgations
and recervables At December 31, 2012 the Fund’s assets totaled $52,680,014 and were comprised of
smular types of assets

e The Fund reported gross earned premiums of $9,492,376 and $9,859,588 during the years ended
December 31, 2013 and 2012, respectively, and a decrease 1 net position of $5,040,925 and an increase
m net position of $714,829 dunng the years ended December 31, 2013 and 2012, respectively

o At the end of the current fiscal year, the Fund’s net posttion totaled $29,983,551 or 1 S times the Fund’s
habilities. The Funds premiums eamned during 2013 were approximately 31 7% of its net position at
December 31,2013

Overview of the Financial Statements

Thus financial report consists of Management’s Discussion and Analysis and the basic financial statements
The basic financial statements also include notes to the basic financial statements, which explam some of the
informatton 1n the basc financial statements 1n more detal

The basic financial statements of the Fund report information about the Fund usmg accounting methods
similar to those used by private sector The Statements of Net Position include all of the Fund’s assets and
habilittes and provides mformation about the nature and amounts of mvestments 1n resources (assets) and the
obligations to the Fund’s members and creditors (lrabihties) lt also provides the basis for computing rate of
return, evaluating the caprtal structure of the Fund and assessing the hquidity and financial flexibility of the
Fund All of the year's revenues and expenses are accounted for m the Statements of Revenues, Expenses
and Changes m Net Posiion These statements measure the success of the Fund's operations over the year
and can be used to determine whether the Fund has successfully recovered all of its costs through its
premiums and mvestment mcome, profitability and credit worthiness The final required basic financial
statement 18 the Statement of Cash Flows The pnmary purpose of these statements 1s to provide mformation
about the Fund’s cash receipts and cash payments throughout the year These Statements report cash receipts,
cash payments and net changes in cash resulting from operating, mvesting, and financing activities




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - WORKERS’ COMPENSATION FUND

-~

MANAGEMENT’S DISCUSSION AND ANALYSIS
AUDITED

Overview of the Financial Statements (continued)

The preparation of these basic financial statements requires the utilization of sigmficant estimates Changes
In estimates as well as the differences 1n actual results, and eshmated amounts will be included mn the
Statement of Revenues, Expenses and Changes in Net Posttion as these circumstances become known

Financial Analyss of the Fund )

The Statements of Net Position and the Statements of Revenues, Expenses and Changes m Net Position
report mnformation 1 a way that the reader can determine if the Fund 15 m a better financial position as a
result of the year’s activities. These statements report the net position of the Fund and changes m 1t. Net
position (difference between assets, deferred ontflows, deferred inflows, and liabilities) can be used to
measure financial health or financial position Over time, increases and decreases m the Fund's net position
are one mdicator as to whether its financial health 1s 1mproving or deteriorahng There are other non-
financial factors to consider, such as changes 1n economic conditions, healthcare costs, judicial environment,
and new or changed government legislation

Condensed Statements of Net Position at December 31,2

2013 2012
Total assets 3 49,826,377 $ 52,680,014
Deferred outflows 9 - -
Total habilitres 19,842,826 17,655,538
Deferred inflows - - /
Net position 3 29983551 35024476

All of the Fund’s assets can be used for any lawful purpose consistent with the policies and guidelines
established by the Board of the Fund Total assets decreased approximately 5 4% resulting from mcrease
market interest rates dunng 2013, which had a negative impact on the Fund’s fixed mcome portfolio, an
operahng loss, as well as timmg of payment of remsurance recewvable Total habilties mcreased
approxumately 12 4% mamly due to the increases m unpaid claums habilities and due to affiliates. Net
position decreased approximately 14 4% from the prior year




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY - WORKERS’ COMPENSATION FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Financial Analysis of the Fund (continued)

Condensed Statements of Revenues and Expenses and Changes 1n Net Position
. for the Years Ended December 31,;

2013 2012
Operatmg revenues $ 9,492,376 $ 9,859,588
Operating expenses 13,997.015 10,331,547
Operating (loss) (4,504,639) (471,959)
Non-operatmng (loss) income (536,286) 1,186,788
Change m net posstion  (5.040925) s 714829

Premium revenues decreased $367,212 or 4% due to fluctuations in rates from the prior year Investment
mcome decreased m the current year as a result of unfavorable changes n the estmated fair value of the
investment portfolio Duning the year ended December 31, 2012, the Fund reported premium mcome of
$9,859,588 and non-operating investment mcome of $1,186,788 Durmg 2013, the Fund reported total
expenses of $13,997,015, which consisted pnmanly of claims, administrative and service agent fees, and
excess msurance premiums  Total expenses mcreased $3,665,468 or 35% compared to the prior year due
mcreases in clams and excess msurance premiums as compared to 2012

The Fund’s decrease m net posrtion dunng 2013 was $5,040,925 Thus 18 a resuit of decreased gross revenue
and higher claims expense, mcreased by mvestment losses See Statements of Revenues, Expenses and

Changes 1n Net Position on page 7 of this report.

Financial Outlook

The Fund anticipates consistency in membership dunng the next fiscal year Management emphasizes that
the Fund’s expenses are greatly impacted by claims losses and claims related expenses which are mfluenced
by factors beyond management’s control, including the rate of medical nflation, judicial rulings, and
legislative changes.

Regquests for Information

This financial report 15 designed to provide our members, mvestors, and creditors with a general overview of
the Fund’s finances, as well as demonstrate accountability for funds the Fund receives. Questions concerning
any of the information provided 1n this report or requests for additional information should be addressed to
the Lomsiana Municrpal Risk Management Agency — Workers’ Compensation Fund, P O Box 4327, Baton
Rouge, Louistana 70821 or 225-344-5001

-5-




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

STATEMENTS OF NET POSITION

DECEMBER 31}, 2013 AND 2012

ASSETS
2013 2012
Investments (note 4) $ 45,476,081 $ 46,632,166
Accounts recervable, net 3,535,988 3,522,759
Remnsurance recervable (note 3) 513,076 2,219,150
Accrued interest receivable 301,232 305,939
Total assets - $ 49,826,377 $ 52,680,014
Deferred outflows - -
. LIABILITIES AND NET POSITION

Liabilities

Unpaid clams habilnty (note 3) $ 12,313,000 $ 11,303,000

Uneamed premiums 1,174,763 1,194,743

Due to affiliates (note 2) 3,304,479 2,210,229

Accounts payable and accrued expenses 3,050,584 2,947,566

Total hahilsties 19,842,826 17,655,538
Deferred inflows - -
Net position 29,983,551 35,024,476
Total habilities, deferred inflows, and net position - $ 49,826,377 $ 52,680,014

The accompanying notes are an tegral part of these financial statements




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WO, 0 TION FU
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
E D 2013 2012
2013 2012
OPERATING REVENUES ’
Premiums eamed $ 9.492.376 $ 9,859,588
Total operating revenues 9,492,376 9,859,588
OPERATING EXPENSES
Claims expense (note 3) 6,680,198 4,444 107
Admunsstrative fees (note 2) 102,727 1,017,716
Service agent fees (note 2) 844,403 878,936
Remsurance premmums (note 2) 5,585,877 2,775,589
Second Injury Fund assessment 609,232 420,831
Office of Workers’ Compensation assessnent : 20,842 139,362
Bad debt expense 50,000 564,739
Other 103,736 90,267
Total operating expenses 13,997,015 10,331,547
OPERATING LOSS . (4,504,639) (471,959)
-OPE) CO
Investment (loss) tncome, net (note 4) (536,286) 1,186,788
GE 0 (5,040,925) 714,829
NET POSITION - BEGINNING OF YEAR 35,024,476 34,309,647
NET POSITION - END OF YEAR $ 29983551 $ 35024476

-

The accompanymg notes are an mtegral part of these financial statements
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2013 AND 2012

2013 2012
Cash flows from operating activities
Operating loss 3 (4,504,639) § (471,959)
Adjustments to reconcile operating loss to
net cash used m operations
Bad debt expense 50,000 564,739
Change m receivables and reinsurance receivable 1,642,845 (2,275,176)
Change in unpaid claims hability 1,010,000 367,000
- Change m accounts payable, accrued expenses,
unearned premiums and due to affiliates 1,181,995 1,430,948
Net cash used m operatmng activities (619,799) (384,448)
Cash flows from mvesting activities
Investment mcome recerved 1,552,661 1,595,657
Purchases of investments (12,980,640) (25,068.,491)
Proceeds from sales and maturthes of mvestments 12,047,778 23,857,282
Net cash provided by mvesting activities 619,799 384,448
Net change mn cash - -
Cash, begmmn_g of year - -
Cash, end of year $ - $ -

The accompanymg notes are an mtegral part of these financial statements
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

(@

®)

Background and Financial Statement Presentation

Louisiana Mumictpal Risk Management Agency (LMRMA) was formed under Lomsiana Act No 462
of 1979 to provide a program of workers’ compensation, accident and health, and public habihty
coverage for its member organizations In accordance with Revised Statutes 33 1341-1350, all local
government subdivisions m the state of Louisiana are ehigible to participate  The LMRMA-Workers'
Compensation Fund’s (the Fund) general objectives are to formulate, develop, and admimster, on
behalf of the member local governmental subdivisions, a program of mterlocal nsk management, to
obtam lower costs for that coverage, and to develop a comprehensive loss control program Local
governmental subdivisions jomming the Fund must be members of the Louisiana Municipal Association,
a member may withdraw from the Fund by giving proper notice Fund underwniting and rate-setting
policies have been established by the Board of the Fund, afier consultation with actuaries. If the assets
of the Fund were to be exhausted, members would only be responsible for ther respective outstandmg
claums

Louisiana Mumcipal Association (LMA) 1s an association for the mumcipalties of Lowsiana and 1s
mcorporated as a nonprofit corporation under the laws of the State of Loutsiana. LMA acts as the
admuustrator for LMRMA. )

Risk Management, Inc (RM) 1s a third-party service agent prmanly for LMRMA msurance funds.
RMI, a Lowsiana Corporation, 1s a8 wholly-owned subsidiary of LMA

Lowsiana Municipal Reserve Fund Agency (LMRFA) was formed under Loursiana Revised Statutes
33 1349(e) LMRFA consists of mterlocal risk management agencies pooling excess fands to provide
remsurance Admmustration of LMRFA 1s vested m the Executive Board of LMA LMRFA remsures
the LMRMA Workers' Compensation Fund

The vanous LMRMA and LMRFA Funds, LMA and RMI are all affibated through common
membership and management control Although all of these entities are related parties, therr vanous
net posttion are available only to each mdividual entrty for its operations For this reason, each entity 1s
presented as a separate “"stand alone” entity in accordance with the Governmental Accounting
Standards Board (GASB) Statement No 10 and GASB Statement No 14

Bagsis of Accounting '

The Fund 1s considered an enterpnise fund and, accordingly, uses the accrual method of accounting and
the flow of economic resources measurement focus. Under the accrual basis of accounting, revenues
are recogmzed 1n the accounting pertod in which they are eamed and expenses are recognized 1n the
period incurred  The Fund apphes all apphicable Fmancial Accountmg Standards Board (FASB)
pronouncements issued on or before November 30, 1989 i accounting for 1ts operations unless those
pronouncements conflict with or contradict GASB pronouncements, in which case, GASB prevails.

Smce the business of the Fund 1s essentially that of an msurance company having a business cycle
greater than one year, the statements of net position are not presented in a classified format.

-9.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATE S

1. SIGNIFICANT ACCOUNTING POLICIES (coninued)

©

@

(¢

®

Net Posution

Duning the year ended December 31, 2012, the Fund implemented GASB No 63, Fmancial Reporting
of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Posiion, GASB Statement
No 63 provided financial reporting gurdance for deferred outflows of resources and deferred mflows of
resources and also redefined the differences between total assets and total habilities presented m the
Statement of Net Position

Investments

Investments are reported at estinated fair value except for short-term and money market investments,
consisting pnmanly of US Treasury obhgations with a matunity of one year or less at time of
purchase, which are reported at cost. Fair value 13 based on the last reported sales price if available, 1f
not avalable, fair value 13 based on eshmated farr value Realized gains and losses and changes m
unrealized gams and losses on mvestments recorded at fair value are mcluded m mvestment mcome

Investments mclude money market accounts, repurchase agreements and U S Government Agency and
Treasury obligations *

Premium Income and Accounts Receivable

Premmums are recogmized as mcome over the life of the policies as they become earned Any
adjustments to annual premiums are considered to be a change m esthimate and are recognized m the
year they become known Acquisttion costs associated with new and renewal contracts are immaterial
to the financial statements and are expensed when incurred

The Fund determmes past-due accounts based on contractual terms and does not charge mterest on the
accounts The Fund charges off recervables if management considers the collection of the outstanding
balance to be doubtful Dunng the year ended December 31, 2013 and 2012, the allowance for doubtful
accounts totaled $50,000 and $0, respectively

Operating / Non-Operating Revenue and Expenses

Operating revenues consist of member premiums as these revenues are generated from the Fund’s

operations and are needed to carry out its statutory purpose All expenses mcurred for that purpose are
classified as operahing expenses Investment mcome and other revenues and expenses which are
anciliary to the Fund’s statutory purpose are classified as non-operating

Unpuaid Claims Liability

The Fund provides workers’ compensation coverage to members for claims mcurred during the policy
penod regardless of when the clamms are reported to the Fund. The Fund estabhishes claums habilrties
based on estmates of the ultimate cost of claims (including future claim adjustment expenses) that
have been reported but not settled and of claims that have been incurred but not reported.

-10-




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

1 SIGNIFICANT ACCOUNTING POLICIES (continued)

®

™)

®

®

Unpaid Claims Liabultty (continued)

The length of time for which such costs must be eshmated vanes depending on the coverage mvolved

Estimated amounts of remsurance recoverable on unpaid claims are deducted from the Lability for
unpaid claims. Because actual claims costs depend on such complex factors as mnflation, changes m
doctrmes of legal habihty, and damage awards, the process used i computing claims hability does not
necessanly result m an exact amount. Claims habilities are recomputed periodscally using a vanety of
actuanal and statistical techmiques to produce current estimates that reflect recent settlements, claims
frequency, and other economic and social factors A provision for nflaion m the calculabon of
estimated future claims costs 1s mplicit in the calculation because rehance 1s placed both on actual
historical data that reflects past inflation and on other factors that are considered to be appropnate
modifiers of past expenence

Adjustments to clauns habilities are charged or credited to claims expense m the pertods m which they
are made The carrymg amount of habilihes for claims losses and claims expense are presented at
present value 1n the financial statements

Statements of Cash Flows

For the purposes of the statements of cash flows, cash includes cash m demand deposit accounts with
banks Because money markets and repurchase agreements are usually purchased with maturities of 90
days or more, they are classified as investments.

Excess Reinsurance

The Fund uses excess reinsurance agreements to reduce 1ts exposure to large fosses on msured events.
Remnsurance permits recovery of a portion of losses from remsurers, although 1t does not discharge the
pnmary hability of the Fund as the direct msurer of the msured nisks The Fund does not report
remnsured nsks as habilitres unless 1t 1s probable that those rnsks will not be covered by remsurers.

Income Taxes

The Fund 15 exempt from federal mcome taxes under Sections 7701 and 115(1) of the Internal Revenue
Code

Insurance Related Assessments
The Fund 1s subject to assessments made by the Lowmsiana Second Injury Fund and the Office of
Workers® Compensation based on benefits paid each year The Fund recognizes these assessments as

expense when related claim benefits are incurred rather than pard Changes m accruals for msurance
related assessments are adjusted in the year assessment rate changes and claims estimates are made

-11-




r

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND
NOTES TO FINANCIAL STATEMENTS

1. -SIGNIFICANT ACCOUNTING POLICIES (contmued)
() Use of Estimates

Management of the Fund has made a number of estimates and assumptions relating to the reporting of
assets and habilties to prepare these financial statements m conformity with accounting principles
generally accepted 1n the United States of Amenca Actual results could differ from those estimates
and assumptions. For example, significant estumates and assumptions are used n estmatmg its
insurance hiabilties, fair values of mvestments and accruals If future expenence differs matenally for

these estimates and assumptions, the financial statements could be affected

2. RELATED PARTY TRANSACTIONS

LMA, RMI and LMRFA provide services related to the self-insurance funds operated for the benefit of
Louisiana municipalities. The fees are based on earned normal premiums (ENP) for the years ended
December 31, 2013 and 2012 The respective percentages of the respective earned normal premiums are as

follows
' 2013 2012
Expenses (and current fee structure)

Admmmstrative fees - LMA **

(11 00% of ENP) $ 102,727 $ 1,017,716
Service agent fees - RMI

(9 50% of ENP) $ 844,403 $ 878936
Remsurance - LMRFA **

(53 00% of ENP 1n 2013, 30 00% 1n 2012) $ 5,585,877 $ 2,775,589
Remsurance recovenes from LMRFA $ 2,606,640 § 3,155,548
Due to (from) affiliates

LMA $ (357273) $ 57,716
RMI (70,013) 5,610
LMRFA 3,731,765 2,137,390
LMRMA Pubhic Liability Fund - 9,513

$ 3,304,479 $ 2210,229

** For the year ended December 31, 2013, the board of directors approved a one time transfer of $875,000 m

admmistrative fees from LMA to the LMRMA which 1s reflected as a reduction of admimstrative fees.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND
; NOTES TO FINANCIAL STATEMENTS

CLAIMS EXPENSE AND UNPAID CLAIMS 1JABILITY

The followmng represents changes in the Fund’s aggregate unpaid claims liabilities for the years ended

December 31, 2013 and 2012

2013 = __2012
(Amounts m thousands)
Liability for unpaid losses at beginning of year, gross $ 36607 §$ 33336
Less remsurance recoverables 25304 22,400
Liabshity for unpaid losses at beginming of year, net 11,303 10.936
Net incurred related to
Current year 5,722 5,231
Pnor years 958 (187)
Total incurred 6.680 - 4444
Net paid related to
Current year 1,195 1,301
Prior years 4,475 2,776
Total pard ) - 5670 4077
Luabuity for unpaid logses at end of year, gross 40,675 36,607
Less remsurance recoverable (note 5) 28362 __ 25304
Liability for unpaid losses at end of year, net $§ 12313 §_ _11303

In addition to the unpaid claims covered by the reinsurers, there are $513,076 and $2,219,150 of paid clams
which are recoverable from the reinsurer at December 31, 2013 and 2012, respectively.

During 2013 the Fund expenenced overall unfavorable development on unpatd claims habilities established
in prior years Durmg 2012, the Fund expertenced favorable development on unpaid claims hablities
established m pnor.years In estabhishing claims hability reserves, management considers facts carrently
known, histoncal claims mformation, industry average loss data, and the present state of laws and coverage
However, the process of establishing loss reserves 1s a complex and mprecise science that reflects
sigmficant yjudgmental factors Management behieves that the aggregate loss reserves at December 31, 2013
areadequatetoooverclmms for losses that have occurred. Managementcangwenoassmmoematd:e
ultimate clams mcurred through December 31, 2013 will not vary from the above estimates, and such
differences could be significant.

The Fund's claims payable have been discounted for December 31, 2013 and 2012, based on the Fund's
anticipated payout patterns and a discount rate assumption of 4 5%, which management expects to
approxamate the nterest earnings over the payout period The effect of the reserve discounts was $2,002,000
and $2,099,000 at December 31, 2013 and 2012, respectively

The Fund 15 also subject to assessments by the Lowsiana Second Injury Fund and Office of Workers
Compensation each year based on the amount of assessable benefits paid each year The Fund includes m
accrued expenses estimated ltabihties to be paid for assessable benefits paid and estimated to be paid m
future periods
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS

The Fund must comply with Rule Number 4 of the Commssioner of Insurance, State of Louisiana.
According to Rule Number 4, all deposits m financial institutions shall be limsted to instrtutions in Louisiana
unless a higher rate can be obtained 1n an out-of-state mnstituton Deposits m financial mstitutions may
exceed the federally insured amount m any one financial mstitution, as long as the amount 1s not 1n excess of
the greater of $500,000 or 5% of the combmnation of surplus, undivided profits and reserves as currently
reported by the financial mstitutton In regard to deposits and investments, the Fund was 1n comphance with
these revised provisions during the years ended December 31, 2013 and 2012

Under Rule Nomber 4 of the Commissioner of Insurance, State of Louisiana, the Fund may mvest any
surplus monies in obligations of the US Government and its agencies, as well as financial institutions
Included in investments are money market accounts and repurchase agreements The Fund’s pohicy 1s to
wire-transfer cash as needed from mvestments to support disbursements Consequently, a zero cash balance
1s mamtamed

Statement Number 40 of the Governmental Accounting Standards Board (GASB Statement No 40),
Deposits and Investment Risk Disclosures established and modified disclosure requirements related to .
mvestment nsk. This section descnbes the vanous types of investment nsk and the Funds exposure to each

type

The following table presents the esthmated fair value and amortized cost of mvestments permussible under
the rules, objectives and guidelmes of the Fund as of December 31, 2013 and 2012

7

2013 - 2012

Investment Type Estimated Amortized Estimated Amortized
Fair Value Cost Farr Value Cost

US Treasury bonds and notes $ 2,511,596 $§ 2379006 $ 2705260 $ 2,439,606
U.S Government mortgage

backed secunities 11,139,385 10,945,862 12,052,666 11,625,129
U.S Agency debt obhgations 29,935,198 29383,818 28,595,903 26,755,717
Money market funds —1,880902 : 1889902 __ 3278337 ___ 3278337

TOTAL $43476081 § 44598588 §.46.632166 §_44.008.780
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

~

4. DEPOSITS AND INVESTMENTS (continued)
Custodal Credit Risk |

Custodial credit nsk for investments 1s the nsk that, in the event of the failure of the counterparty to a
transaction, the Fund will not be able to recover the value of investment or collateral securibies that are m
the possession of an outside party Exposure to custodial credit nsk anses when secunities are uninsured,
or are not registered n the name of the Fund, and are held by esther the counterparty or the counterparty’s
trust department or agent, but not m the Fund’s name

The Fund’s investments in govenment debt obligations are unmsured on the performance of the custodian
and are exposed to custodial credit risk because they are held by a counterparty Investments in external
mvestment pools, mutual funds, and other pooled mvestments are not exposed to custodial credrt nsk
because of their natural diversificatron and the diversification required by the Secunties and Exchange
Comnussion

Credit Rusk

Credit nisk 15 defined as the nsk that an issuer or other counterparty to an mvestment will not fulfill its
obhigations Nationally recognized standardized rating systems are a tool with which to assess credit nsk
on debt obhigations U S Government debt securghes are not required to be rated

The followng table is provided for use m assessmg the Funds exposure to credt nisk as of December 31,

* 2013 and 2012
Estimated - Estimated
Farr Value Farr Value
Standard and Poor’s Rating _-2013 __ 2012
Money market funds $ 1,889,902 $ 3,278,337
U S Government secunities and
US Treasury securities —
Not rated 14,050,766 14,757,925
Rated AA+ 29535413 —_28.595.904
Total 845476081 $ 46,632,166

Concentration of credit nsk relates to the nsk of loss attributed to the magnrtude of the Fund’s mnvestment
m a single 1ssuer  The Fund has no mvestients in any one 1ssuer that represented 5% or more of total
investments, other than the US Government.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)
Interest Rate Risk

Interest rate nsk 1s defined as the nisk that changes 1n overall market mterest rates will adversely affect the
fair value of an investment The nisk 1s apphcable to debt mvestments with fair values that are sensitive to
changes m interest rates One mdicator of the measure of interest rate nsk is the dispersion of matunty

dates for debt mstruments The following table shows the Fund’s fixed income investments and maturities
1n actively-managed acceunts at December 31, 2013

INVESTMENT MATURITIES (i years) )
Greater
INVESTMENT Estimated than
TYPE Fax Value than 1 1-5 6-10 10

U S Treasury bonds
and notes $ 2,511,596 $ - $ 1369930 § 1,141,666 $ -
U S Government

- mortgage backed 11,139,385 6,248 1,003,844 742,336 9,386,957
US Agency debt
obligations 29,935,198 5,233,304 14,602,526 10,099,368 -
Money market funds 1.889.902 1,889.902 - - -
TOTAL 345476081 _$17129454 $16976300 §$1L983.370 §9.386.957

Mortgage-backed securthes are mcluded m the above table based upon their contractual terms  These
types of securties typically experience repayments over a shorter term

'

Investment income (loss) for the years ended December 31, 2013 and 2012 conssts of the followmg.

2013 2012
Interest income $ 1253215 $ 1,330,646
Realized losses, net (133,615) (37,739) -
Unrealized losses ansing
during the year (1,655,886) (106,119)

-~

2 (536286) § __LI3678%
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

5. REINSURANCE POLICY COVERAGE

Duning the years ended December 31, 2013 and 2012, LMRFA provided excess remnsurance to the Fund with
the followng limts

Item I $2,000,000 annual aggregate 1 excess of 80% of eamed normal premium
Item I $2,000,000 each and every loss m excess of $175,000 each and every loss m accident
years prior to 2012 and $250,000 for 2012 and future years.

The Fund and LMRFA represent 2 cooperative program for group funding and nisk management of public
hability, workers' compensation and accident and health clamms of participating Loussiana municipalities
Although premwums billed to the participants are determmed on an actuanal basis, ultimate hability for
clamm obligations remains with the participants

The following are condensed Statements of Net Position for LMRFA at December 31, 2013 and 2012

2013 2012
Assets $ 44,815,513 $ 44,537,935
Liabilties 43948311 43.437.960
Net position § 867200  §__L099975

At December 31, 2013, the Fund included $283 mullion as recoverable from LMRFA which reduces the
Fund’s habihties for anticipated losses The Fund’s financial statements have been prepared on the
assumption LMRFA has financial resources to honor all of its financial obhgations Should LMRFA not be
able to meet its financial obhgations to the Fund, the Fund remams primanly obligated for the habilities
msured by LMRFA Management continues to evaluate the amounts recoverable from LMRFA and beheves
the amounts are all recoverable.

6. SUBSEQUENT EVENTS
ent has evaluated events through the date that the financial statements were available to be 1ssued,

June 18, 2014 and determmed that there were no events that required disclosure No subsequent events
occurring after this date have been evaluated for incluston in these financial statements
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NOLLVYINYO.

TV,



A

WORKERS' COMP, 10
SCHEDULE OF TEN- S D, MENT INFORMATION
CLAIMS FXPENSE A I E ENSE
DECEMBER 31,2013
(Urandsted)

he table below illustrates the Fund's eamed normal premmm and mvestment mcome compared to relared costs and undiscounted clams expense
.. oet of loss essumed by remsarers) meuned by the Fund as of the end of 2013 and as of the end of cach of the last nme years.

2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
{in thousands)
ENP and mvest-
ment mcome $ 8956 $ 1,046 $11,787 § 12360 $ 11,166 $ 11138 $ 10101 § 8429 $S 7160 $ 605
Operuting costs,
mallocated 7317 5887 5721 4951 3,431 3395 2951 2473 1,987 1,963
Estimated mcorred
clamys and expense
end of pohey year 6,343 6103 4,786 6,286 4429 4824 4,712 3577 3898 4032
Paid (comnistive) as of
End of policy year 1,195 1,301 1096 1,540 876 909 1172 953 964 1051
One year Jater - 3353 2,187 3447 1,761 2,164 2,758 2,136 2,061 2,240
Two ycars later - 2,671 4165 2258 2,757 3,481 2992 2,696 2,685
Three years Inter - - 4809 2,467 3042 3758 3527 3,290 3188
Four years Iater - - - 2,554 3270 3,933 3727 3,749 3,731
Five years later - - - - 3605 3,955 3,924 3.9% 3937
Six years later - - - - - 4699 3,968 4,048 3,844
Soven years Later - - - - - 4294 4,091 4014
Eight years later - - - - - 4394 4,089
Nme years later - - - - - - - - - 4931
Re-cstmated memmmed
claums and clams
expense”
End of policy year 6,343 6103 4,786 6,286 4429 484 4712 3517 3,898 4032
One year later - .- 7359 4450 6,148 3329 4938 5334 3,967 3,746 4,266
Two years later - - 4106 6,286 32 4005 5,915 4,305 3934 399
Three years later - - - 6,346 3329 4470 4564 4,961 4487 4,130
Four years later - - - . 3147 4043 4,926 4,499 4827 5,058
Five years later - - - - - 389 4,608 4,598 4,526 4,707
Six years later - - - - - - 4,527 4512 4,631 4508
Seven years Iater - - - - - - 4,503 4458 4,458
Eight years later - - - - - - - - 4363 4,463
Nino years later - - - . - - - - . - 4,457
Increase (decrease) m -
clams and expense °
from end of policy
year - 1,256 (680) 60 (1,282) (928) (185) 926 465 425

Jee accompanymg mdependent suditors’ report.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

Officers and Trustees
Lowsiana Municipal Risk Management Agency
Workers’ Compensation Fund

We have andited, n accordance with the auditing standards generally accepted 1n the United States of
Amenca and the standards apphcable to financial audits contained 1n Government Auditing Standards
1ssued by the Comptroller General of the United States, the financial statements of Louisiana Municipal
Risk Management Agency — Workers’ Compensation Fund (the Fund), which compnise the statement of
financial position as of and for the year ended December 31, 2013, and the related statement of
revenues, expenses, and changes 1n net position, and cash flows for the year then ended, and the related
notes to the financial statements, and have issued our report thereon dated June 18, 2014

Internal Control Over Financial Reporting

In planming and performing our audst of the financial statements, we considered the Fund’s mtemnal
control over financial reporting as a basis for designing our aunditing procedures for the purpose of
expressmg our opumon on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Fund’s mternal control over financial reporting  Accordingly, we do not express
an opmuon on the effectiveness of the Fund’s internal control over financial reporting.

A deficiency n mternal control exists when the design or operation of a control does not allow
management or employees, n the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness 1s a deficiency, or combmation
of deficiencies, 1 mternal control, such that there 1s a reasonable possibility that a matenal
musstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
tumely basis A sigmficant deficiency 1s a deficiency, or a combmation of deficiencies, m internal
control that 13 less severe than a matenal weakness, yet important enough to ment attention by those
charged with governance

Our consideration of internal control was for the hmited purpose described 1n the first paragraph of thus
section and was not designed to identify all deficiencies m nternal control that might be matenal
weaknesses or significant defictencies Given these himitations, during our audit we did not 1dentify any
deficiencies 1n mternal control that we consider to be matenal weaknesses However, materal
weaknesses may exist that have not been identified
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Fund’s financial statements are free of
material misstatement, we performed tests of 1ts comphance with certain provisions of laws, regulations,
contracts and grant agreements, noncomphance with which could have a direct and matenal effect on
the determination of financial statement amounts However, providing an opmion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncomphance or other matters that are required to be
reported under Government Auditing Standards

Response to Finding

The Fund’s response to the finding 1dentified m our audit 1s described in the accompany schedule of
findings The Fund's response was not subjected to the auditing procedures applied in the audst of the
financial statements and, accordingly, we express no opinion on 1t

Purpose of this Report

The purpose of this report 1s solely to describe the scope of our testing of internal control and
compliance and the results of that testng, and not to provide an opinion on the effectiveness of the
Fund’s mtemal confrol or on comphance This report 1s an mtegral part of an audit performed n
accordance with Government Auditing Standards m considening ‘the Fund’s mternal control and
comphance Accordingly, this communication 1s not surtable for any other purpose

Psttethsata. © Nedlesulle

Baton Rouge, Lowsiana
June 18,2014 )
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None

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS’ COMPENSATION FUND

SCHEDULE OF FINDINGS
YEAR ENDED DECEMBER 31, 2013

-21-




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS* COMPENSATION FUND

SCHEDULE OF PRIOR YEAR FINDINGS
YEAR ENDED DECEMBER 31, 2013

FINDINGSFinancial Statement Audit
2012-1 _Internal Control Over Financial Reporting

Cntena.

The defimtion of internal control over financial reporting includes ensurmg that
policies and procedures exist that pertamn to an entity’s abihity to wmtate, record,
process, and report financial data consistent with the assertion embodied in the annual
financial statements, which for the Fund, 1s that financial statements are prepared m
accordance with generally accepted accounting principles (GAAP)

The Fund retams an actuanat specialist to assist in the calculation of the unpaid claims
hability for each financial reporting period The development of estimates for unpaid
clams reserves relies on accurate and consistent data for claims payment patterns, case
reserve seting practices, claims reporting, and other statistical data provided by
management. Changes mn the underlying data sources and clams handling practices
over hme must be communicated and constdered in the actuanal trending and analysis
m estimating future claims settlement.

During 2012 management determmed that certam mformation used to prepare the
actuanal valuation of the unpaid claims reserves was used erroneously and resulted 1n
maccuracies 1 the computation of the unpaid claims reserve valuations for the year
ended December 31, 2011 and some pnor years Certam components of the
information communicated to the actuanal specialist were mconsistent with the Fund’s
actual underlymg clams data and some informaton was msunderstood m
communications with the speciahst.

These conditions resulted m the estunates for unpard clamns reserve habilities being
based on maccurate mformation and the musstatement of the year end actuanal
valuation of the unpaid clamms reserve habilites These errors required the restatement
of the Fund’s 2011 financial statememts These condrtions were considered to be a
significant deficiency m the Fund’s internal control over financial reportmng,.

The Fund’s management and actuarial specialist have mmplemented additional
procedures to ensure the accuracy and consistent understanding of the Fund’s clams
mformation being exchanged and improvements m the communicaton between these
partics We recommend that the Fund continue to monitor these addrtional procedures
and make additional improvements as necessary to enhance the accuracy and
understanding of the information utilized to estmate the unpaid claims habaihity

View of Responsible Official and Planned Corrective Action
Management agrees with the finding and management has implemented procedures necessary to enhance the

accuracy and understanding of the information utilized to estimate the unpaid clamms habilty Duning 2012,
management began providing automated data to the actuary and implemented a mid-year review by the
actuary Management will continue to tmplement these added procedures m future pertods

Current Status

Resolved
-22.
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INDEPENDENT AUDITORS’ REPORT

Officers and Trustees

Louisiana Muntcipal Association
Unemployment Compensation Fund
Baton Rouge, Louisiana

We have audited the accompanying statements of net position of Louisiana Municipal Assoctation -
Unemployment Compensation Fund (a quasi-public orgamzation) (the Fund) as of December 31, 2013
and 2012, and the related statements of revenues, expenses and changes in net position, and cash flows
for the years then ended, and the related notes to the financial statements

Management’s Responsibihty for the Financial Statements

Management 1s responsible for the preparation and fair presentation of these financial statements n
accordance with accounting principles generally accepted 1n the Umited States of Amenca. This includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from matenal misstatement, whether due to fraud or
error

Auditors’ Responsibility

Our responsibility 1s to express an opimon on these financial statements based on our audits We
conducted our audits 1n accordance with auditing standards generally accepted in the Umited States of
Amenca and with Government Auditing Standards 1ssued by the Comptroller General of the Umited
States Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 1n
the financial statements The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropnate 1n the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control Accordingly, we express no such optmion An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained 1s sufficient and appropnate to provide a basis for

our audit opmons
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In our opinion, the financial statements referred to above present fairly, 1n all matenal respects, the
financial position of Louisiana Municipal Association - Unemployment Compensation Fund as of
December 31, 2013 and 2012, and the results of its operations and 1ts cash flows for the years then ended
n conformity with accounting principles generally accepted in the United States of Amenica

Other Matters — Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through S presented to supplement the basic financial statements
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers 1t to be an essential part of financial reporting for placing
the basic financial statements 1n an appropriate operational, economic, or historical context We have
apphied certain hmited procedures to the required supplementary information 1n accordance with auditing
standards generally accepted in the Umted States of America, which consisted of inquines of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquines, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements We do not express an opinion
or provide any assurance on the information because the hmited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance

Other Reports Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also 1ssued our report, dated June 16, 2014,
on our consideration of the Fund’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters The purpose of that report 1s to descnibe the scope of our testing of internal control over
financial reporting and comphance and the results of that testing, and not to provide an opimion on the
internal control over financial reporting or on comphance That report 1s an ntegral part of an audit
performed 1n accordance with Governmental Auditing Standards i considering the Fund’s internal
control over financial reporting and comphance

Podbethuite £ Nelleralls

Baton Rouge, Louisiana
June 16, 2014
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LOUISIANA MUNICIPAL ASSOCIATION UNEMPLOYMENT COMPENSATION FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

The Management's Discussion and Analysis of the Louisiana Municipal Association - Unemployment
Compensation Fund’s (the Fund) financial performance presents a narrative overview and analysis of the
Fund’s financial activities for the years ended December 31, 2013 and 2012 This document focuses on the
current year's activities, resulting changes, and currently known facts in comparison with the prior year's
information We encourage readers to consider the information presented here in conjunction with the
Fund's financial statements, which follow this section

Financial Highhghts

o The assets of the Fund exceeded its habilities at December 31, 2013 by $3,794,237 compared to
$3,925,463 at December 31, 2012, which 1s a 3 3% decrease from the previous year

e At December 31, 2013 and 2012, the Fund’s assets totaled $4,363,548 and $4,384,680, respectively,
which consisted pnmarily of cash, recervables and investments

e The Fund reported premiums earned of $348,834 and $336,511 during the years ended December 31,
2013 and 2012, respectively, and a decrease 1n net posttion of $131,226 and $17,560, respectively

e Investment loss was $54,677 during 2013 compared to a gain of $111,450 during 2012 The decrease
was attributed pnimarily to changes in market values of investments resulting from rising interest rates of
bonds

Overview of the Financial Statements

This financial report consists of Management’s Discussion and Analysis and the basic financial statements
The basic financial statements also include notes to the financial statements, which explain some of the
inforrnation 1n the financial statements in more detail

The basic financial statements of the Fund report information about the Fund using accounting methods
similar to those used by private sector The Statements of Net Position includes all of the Fund's assets and
habihities and provides information about the nature and amounts of investments 1n resources (assets) and the
obligations to the Fund’s members and creditors (habilities) These statements provide the basis for
computing rate of return, evaluating the capital structure of the Fund and assessing the hquidity and financial
flexibility of the Fund All of the years revenues and expenses are accounted for in the Statements of
Revenues, Expenses and Changes i Net Position These statements measure the success of the Fund's
operations over the year and can be used to determine whether the Fund has successfully recovered all its
costs through its premium and investment income, profitability and credit worthiness The final required
financial statement 1s the Statements of Cash Flows The primary purpose of these statements is to provide
information about the Fund’s cash receipts and cash payments throughout the year These statements report
cash receipts, cash payments and net changes in cash resulting from operations, investing, and financing
activities



LOUISIANA MUNICIPAL ASSOCIATION UNEMPLOYMENT COMPENSATION FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Overview of the Financial Statements (continued)

The preparation of these financial statements requires the utilization of sigmficant estimates, many of which
will not be known for many years Changes in estimates as well as the differences 1n actual results and
estimated amounts will be included in the Statement of Revenues, Expenses and Changes in Net Posttion as
these circumstances become known

Financial Analysis of the Fund

The Statements of Net Position and the Statements of Revenues, Expenses and Changes in Net Position
report information in a way that the reader can determine 1if the Fund 1s n a better financial position as a
result of the year's activities These statements report the net position of the Fund and changes in them The
net position (difference between assets, deferred outflows, deferred inflows and liabilities) can be used to
measure financial health or financial position Over time, increases and decreases 1n the Fund's net position
are one mdicator as to whether its financial health 1s improving or deteriorating There are other non-
financial factors to consider, such as changes in economic conditions, judicial environment, and new or
changed government legislation

Condensed Statements of Net Position

December 31,2013 December 31, 2012

Total assets $ 4,363,548 $ 4,384,680
Deferred outflows - -
Total hhabilities 569,311 459,217

Deferred inflows - -

Net position s 3794237 3 3925463

The Fund’s total assets consist almost entirely of investments in US Treasury and Agency secunties and
cash equivalents The Fund’s liabilities consist of estimated benefits and related administration costs payable
at year end




LOUISIANA MUNICIPAL ASSOCIATION UNEMPLOYMENT COMPENSATION FUND

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Financial Analysis of the Fund (continued)

Condensed Statements of Revenues and Expenses and Changes in Net Position
for the Years Ended December 31, 2013 and 2013

2013 2012
Operating revenues $ 348,834 3 336,511
Operating expenses 425,383 465.521
Operating loss (76,549) (129,010)
Non-operating income/(loss) (54.677) ‘ 111.450
Change 1n net position $ (131,226} s (17,560)

Operating revenues increased by approximately 3 7% from the year ended December 31, 2012 to 2013
Claims expense decreased approximately 11 4% duning the year ended December 31, 2013 as a result of a
decrease 1n unemployment claims made or estimated Dunng 2013, the overall rate of unemployment
throughout Louisiana, and among covered municipalities, decreased as a result of improvements in economic
activiies Additionally, during 2013, investment income decreased as compared to 2012 Market interest
rates increased during 2013, which had negative consequences on the market value of the Fund’s fixed
income portfolio Because of the decrease in revenues and decrease in investment income, the Fund’s net
position for 2013 decreased $131,226

Management anticipates unemployment trends 1n the State of Loursiana will continue to remain comparable
n 2014 At this time, management does not anticipate an increase 1n premiums, due to the overall health of
the Fund, but will continue to monitor the future obligations These trends indicate the Fund will hkely incur
similar benefit obhigations and a small operating gatn simular to the year ended December 31, 2013

Requests for Information

This financial report 1s designed to provide members, investors, and creditors with a general overview of the
Fund’s finances, as well as demonstrate accountability for funds the Fund receives Questions concerning
any of the tnformation provided in this report or requests for additional information should be addressed to
the Louisiana Municipal Association — Unemployment Compensation Fund, P O Box 4327, Baton Rouge,
Loutsiana 70821 or 225-344-5001



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

STATEMENTS OF NET POSITION
DECEMBER 31, 2013 AND 2012

2013 2012
13
Assets
Cash and cash equivalents (note 2) $ 140,627 $ 14,494
Investments (note 2) 4,094,486 4,243,861
Accounts receivable 84,719 81,010
Prepaid expenses 13,415 13,910
Accrued interest receivable 30,301 31,405
Total Assets $ 4,363,548 $ 4,384,680
Deferred outflows - -
Liabilities
Unpaid claims hability (note 3) $ 350,000 $ 350,000
Accrued expenses 90,220 107,431
Due to/from other funds 129,091 1,786
Total Liabilities 569,311 459,217
Deferred inflows - -
Net position 3,794,237 3,925,463
Total hiabilities, deferred inflows, and net position $ 4,363,548 $ 4,384,680

The accompanying notes are an integral part of these financial statements



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

YEARS ENDED DECEMBER 31, 2013 AND 2012

2013 2012
OPERATING REVENUES
Premiums earmed $ 348,834 $ 336,511
Total operating revenues 348,834 336,511
OPERATING EXPENSES
Claims expense (note 3) 351,274 396,432 .
Service agent fees 58,533 54,185
Miscellaneous 15,576 14,904
Total operating expenses 425,383 465,521
OPERATING LOSS (76,549) (129,010)
NON-OPERATING INCOME
Investment (loss) tncome - net (54,677) 111,450
CHANGE IN NET POSITION (131,226) (17,560)
NET POSITION - BEGINNING OF YEAR 3,925,463 3,943,023
NET POSITION - END OF YEAR $ 3,794,237 $ 3,925,463

The accompanying notes are an integral part of these financial statements



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

STATEMENTS OF CASH FLO

S

YEARS ENDED DECEMBER 31, 2013 AND 2012

Cash flows from operating activities
Operating loss
Adjustments to reconcile operating loss
to net cash used by operating activities
Changes 1n operating assets and liabilities
Accounts recetvable
Prepaids
Accrued expenses, unpaid claims and other habilities

Net cash provided by (used in) operating activities
Cash flows from investing activities
Purchases of investments
Proceeds from sale or maturity of investments
Interest income received
Net cash provided by investing activities
Net change 1n cash

Cash, beginming of year

Cash, end of year

2013 2012
$ (76549 $  (129,010)
(3,709) 1,167
495 (25)
110,094 (19,024)
30,331 (146,892)
(1,507,265) (1,776,345)
1,461,516 1,768,861
141,551 153,268
95,802 145,784
126,133 (1,108)
14,494 15,602

$ 140,627 § 14,494

The accompanymng notes are an integral part of these financial statements
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LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

(@)

®

(©

Background and Financial Statement Presentation

Louisiana Municipal Association - Unemployment Compensation Fund (the Fund) was formed
under Louisiana Revised Statutes 23 1552 The Fund consists of Louisiana municipahities who
have joned together through self-insurance agreements to provide unemployment compensation
fund 1nsurance to member municipaliies Admnistration of the Fund 1s vested in the Executive
Board of the Louisiana Mumicipal Association (LMA) If the assets of the Fund were to be
exhausted, members would only be responsible for their respective outstanding claims

LMA is an association for the mumcipalities of Louisiana and 1s incorporated as a nonprofit
corporation under the laws of the State of Louisiana LMA acts as the admmustrator for the
Fund

As of December 31, 2013, there were approximately 6,828 participants and 144 participating
municipalities As of December 31, 2012, there were approximately 6,378 participants and 144
participating mumcipalities

The Fund and LMA are affiliated through common membership and management control
Although both of these entities are related parties, their net position 1s available only to the
respective entity for its operations For this reason, each entity 1s presented as a separate "stand
alone” entity 1n accordance with Governmental Accounting Standards Board (GASB) Statement
No 10 and GASB Statement No 14

Basis of Accounting

The Fund 1s considered an enterprise fund and, accordingly, uses the accrual method of
accounting and the flow of economic resources measurement focus Under the accrual basis of
accounting, revenues are recogmzed n the accounting period in which they are eamed and
expenses are recogmzed in the period incurred  Private sector standards of accounting and
financial reporting 1ssued prior to December 1, 1989, generally are followed to the extent they
have been made authontative under Governmental Accounting Standards Statement 62,
Codification of Accounting and Financial Reporting Guidance contained in Pre-November 30,
1989 FASB and AICPA pronouncements

Since the business of the Fund 1s essentially that of an insurance company having a business
cycle greater than one year, the statements of net position are not presented 1n a classified format

Net Position

During the year ended December 31, 2012, the Fund implemented GASB No 63, Financial
Reporting of Deferred Outflows of Resources Deferred Inflows of Resources and Net Position,
GASB Statement No 63 provided financial reporting gwidance for deferred outflows of
resources and deferred inflows of resources and aiso redefined the difference between total assets
and total hiabilities presented in the Statement of Net Position



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)

(d)

(e)

®

)

Cash and Cash Equivalents

For the purposes of the statements of cash flows, cash includes cash 1n demand deposit accounts
with banks Because certificates of deposit, money markets and repurchase agreements are
usually purchased with maturities of 90 days or more or are reinvested continuously, they are
classified as investments

Investments

Investments are reported at estimated fair value Fair value 1s based on the last reported sales
price if available, if not available, fair value 1s based on estimated fair value Realized gains and
losses and changes in unrealized gains and losses on investments recorded at fair value are
included 1n net investment income Investments include money market accounts, repurchase
agreements, U S Government Agency obligations and U S Treasury securities

Unpaid Claims Liabiity

Claims expense consists of estimated amounts for claims incurred dunng the current year and
adjustments to the estimates of prior years' claims lhiability These changes are reflected in
operations 1n the period they become known The Fund establishes claim habthties based on
estimates of the ultimate cost of claims that have been reported, but not yet settled

Income Taxes

The Fund 1s exempt from federal income taxes under Sections 7701 and 115(1) of the Internal
Revenue Code

Premium Income and Accounts Receivable

Premiums are recognmized as income over the life of the policies as they become earned Any
adjustments to premiums are considered to be a change in esthimate and are recognized 1n the
pertod they become known

The Fund considers accounts receivable to be fully collectible, accordingly, no allowance for
doubtful accounts has been established If accounts become uncollectible, they will be charged
to operations when that determination 1s made Collections on accounts previously written off
are included 1n other income when received

Use of Estimates

The preparation of the financial statements 1n confornity with accounting principles generally
accepted in the Umted States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and habilittes and disclosure of contingent
assets and labihities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period Actual results could differ from those estimates and
assumptions For example, significant estimates and assumptions are used in esttmating its
msurance liabilities, fair values of investments and accruals If future expenence differs
matenally for these estimates and assumptions, the financial statements could be affected

-10-



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES  (continued)

L

() Reclassifications

Certain 1tems 1w the 2012 financial statements have been reclassified to be comparative to the
2013 presentation

DEPOSITS AND INVESTMENTS

The Fund must comply with Rule Number 4 of the Commissioner of Insurance, State of Louisiana
According to Rule Number 4, all deposits in financial institutions shall be limited to institutions 1n
Loussiana unless a higher rate can be obtained 1n an out-of-state institution Deposits 1n financial
institutions may exceed the federally insured amount 1n any one financial institution, as long as the
amount 1s not in excess of the greater of $500,000 or 5% of the combination of surplus, undivided
profits and reserves as currently reported by the financial institution In regard to deposits and
investments, the Fund 1s 1n comphance with these revised provisions dunng the years ended December
31,2013 and 2012

Under Rule Number 4 of the Commissioner of Insurance, State of Louisiana, the Fund may invest any
surplus monies in obligations of the U S Government and 1ts agencies, as well as financial institutions
Included in investments are money market accounts and repurchase agreements

GASB Statement No 40, Deposits and Investment Risk Disclosures established and modified
disclosure requirements related to investment nsk This section describes the various types of
investment risk and the Funds exposure to each type

The following table presents the estimated fair value and amortized cost of investments permissible
under the rules, objectives and guidelines of the Fund as of December 31

2013 2012
Investment Type Estimated Amortized Estimated Amortized
Fair Value Cost Fair Value Cost

U S Treasury bonds and notes $ 207,350 $ 202,452 $ 217,565 $ 204,841
U S Government mortgage-backed

securities 914,826 898,365 1,004,139 965,058

U S Agency debt obhigations 2,902,187 2,850,384 2,896,928 2,716,536

Money market funds 70,123 70,123 125,229 125,229

TOTAL 3 4,094,486 $4,021,324 5 4243861 $4.011,664

-11-



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS (continued)

Custodial Credit Risk

Custodial credit nsk for investments 1s the nisk that, in the event of the failure of the counterparty to a
transaction, the Fund will not be able to recover the value of investment or collateral secunittes that are
in the possession of an outside party Exposure to custodial credit nsk anises when securities are
uninsured, or are not registered 1n the name of the Fund, and are held by either the counterparty or the
counterparty’s trust department or agent, but not in the Fund’s name

The Fund’s investments in government debt obligations are uminsured on the performance of the
custodian and are exposed to custodial credit nsk because they are held by a counterparty Investments
in external tnvestment pools, mutual funds, and other pooled investments are not exposed to custodial
credit nisk because of thetr natural diversificatton and the diversification required by the Securities and
Exchange Commission

Credit Risk

Credit nisk 1s defined as the nisk that an 1ssuer or other counterparty to an investment will not fulfill its
obligations Nationally recognized standardized rating systems are a good tool with which to assess
credit nisk on debt obligations US Government debt securities are not required to be rated The
following table 1s provided for use in assessing the Fund’s exposure to credit risk at December 31

Estimated Estimated
Standard and Poor’s Fair Value Fair Value
Rating 2013 2012

Money market funds $ 70,123 § 125,229
U S Government Securities
US Treasury secunties —
Notrated 1,122,176 1,024,151

Rated AA+ __ 2,902,187 __3,094.481
3 4004486 § 4,243,861

Concentration of credit nisk relates to the rnisk of loss attributed to the magmitude of the Fund’s
investment in a single 1ssuer The Fund has no investments in any one 1ssuer that represented 5% or
more of total investments, other than the U S Government

-12-



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS (continued)
Interest Rate Rusk
Interest rate nisk 1s defined as the nisk that changes in overall market interest rates will adversely affect
the fair value of an investment The nsk s applicable to debt investments with farr values that are
sensitive to changes 1n interest rates One indicator of the measure of interest rate nsk 1s the dispersion
of maturity dates for debt instruments The following table shows the Fund’s fixed income investments
and maturities 1n actively-managed accounts at December 31, 2013
Estimated Less Over
Investment Type Fair Value Than1l Year 1-S5SYears 5-10Years 10 Years
Money market funds $ 70,123 $ 70,123 $ - $ - $ -
U S Treasury bonds and notes 207,350 30,552 55,043 121,755 -
US Government mortgage-
backed securities 914,826 499 52,808 62,929 798,590

U S agency debt obligations 2.902,187 452272 __ 1.383.528 _ 1.066.387
$.4004486 § 553446 $ 1490379 § 1251071 L__M&Q

Investment income for the years ended December 31, 2013 and 2012 consists of the following

2013 2012
Interest income $ 115,735  § 125,833
Net realized gain (loss) (11,377 6,500
Unreahized net loss
ansing during the year {159.035) (20,883)
$ (54677 § 111,450

-13-



LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes 1n the Fund’s aggregate unpaid claims hability for the years ended
December 31, 2013 and 2012

2013 2012
(in thousands)

Unpaid claims and claims adjustment
expenses lability at beginning of year $ 350 $ 350

Incurred claims and claims adjustment
expenses
Provision for insured events of the
current year 351 396

Payments
Claims and claims adjustment expenses
attributable to insured events of current 245 274
year
Claims and claim adjustment expenses
attnbutable to insured events of prior 106 122
years
Total payments 351 396

Total unpaid claims and claims adjustment
expenses hability at end of year ) 350 § 330

DUE TO/FROM OTHER FUNDS

Individual balances due to/from other funds were $129,091 as of December 31, 2013 compared to
$1,786 as of December 31, 2012 Amounts were repaid in the first quarters of 2014 and 2013,
respectively

SUBSEQUENT EVENTS

Management has evaluated events through the date that the financial statements were available to be
issued, June 16, 2014 and determined that there were no events that require disclosures No
subsequent events occurning after this date have been evaluated for inclusion in these financial
statements

-14-
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

OfTicers and Trustees

Loussiana Municipal Association
Unemployment Compensation Fund

Baton Rouge, Louisiana

We have audited, 1n accordance with the auditing standards generally accepted in the United States of
Amenca and the standards applicable to financial audits contained in Government Auditing Standards
1ssued by the Comptroller General of the United States, the financial statements of Louisiana Mumcipal
Association — Unemployment Compensation Fund (the Fund), which compnse the statement of net
position as of and for the year ended December 31, 2013, and the related statement of activities, and
cash flows for the year then ended, and the related notes to the financial statements, and have 1ssued our
report thereon dated June 16, 2014

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Fund’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Fund’s internal control over financial reporting Accordingly, we do not express
an opimion on the effectiveness of the Fund’s internal control over financial reporting

A deficiency 1n internal control exists when the design or operation of a control does not allow
management or employees, 1n the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a imely basis A matenal weakness 1s a deficiency, or combtnation
of deficiencies, 1n internal control, such that there 1s a reasonable possibility that a matenal
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis A significant deficiency 1s a deficiency, or a combination of deficiencies, tn nternal
control that 1s less severe than a material weakness, yet important enough to ment attention by those
charged with governance

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be matenal
weaknesses or significant deficiencies Given these limitations, during our audit we did not identfy any
deficiencies 1n internal control that we consider to be matertal weaknesses However, matenal
weaknesses may exist that have not been 1dentified

Comphance and Other Matters

As part of obtaiming reasonable assurance about whether the Fund’s financial statements are free of
material misstatement, we performed tests of 1ts compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncomplhiance with which could have a direct and matenal effect on
the determination of financial statement amounts However, providing an opimion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion

The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards

-15-
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Purpose of this Report

The purpose of this report 1s solely to descnbe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Fund’s internal control or on complance This report 1s an integral part of an audit performed in
accordance with Government Auditing Standards 1n considening the Fund’s internal control and
compliance Accordingly, this communication 1s not suitable for any other purpose

Poslebhusate £ Nellerille

Baton Rouge, Loutsiana
June 16, 2014
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INDEPENDENT AUDITORS! REPORT

Officers and Trustees
Loussiana Municipal Reserve Fund Agency
Baton Rouge, Louistana

We bave audited the accompanymng statements of net position of Louisiana Municipal Reserve Fund Agency
(a quasi-pubhc orgamzation) (the Fund) which compnse the ents of net position as of December 31, 2013
and 2012, and the related statements of revenues, expenses and changes 1n net position, and cash flows for the years
then ended, and the related notes to the financial statements

Management’s R nsibali r the Financial Statements

Management 1s responsible for the preparation and fawr presentation of these financial statements m
accordance with accounting pninciples generally accepted in the| United States of America, this mcludes the
design, implementation, and maintenance of interna! control relevant to the preparation and fair presentation
of financial statements that are free from matenal misstatement, whether due to fraud or error

Auditors’ Responsibility

Our responsibality 1s to express an opinion on these financial
our audits 1» accordance with andiing standards generally a
standards apphcable to financial audits contamed 1w Government Audumg Standards sssued by the
Comptroller General of the United States Those standards wre that we plan and perform the audits to
obtam reasonable assurance about whether the financial statements are free from matenal misstatement.

ents based on our audits We comh;cted
ted m the United States of America and the

An audit mvolves performing procedures to obtam audit evidenge about the amounts and disclosures n the
financial statements The procedures selected depend on the auditors’ yjudgment, mcluding the assessment of
the risks of matenal misstatement of the financial statéments, whether due to fraud or error In makmg those
nsk assessments, the auditor considers mternal control relevant tg the Fund’s preparation and farr presentation
of the financial statements m order to design audit procedures are appropnate 1 the circumstances, but
not for the purpose of expressing an opimion on the effectiv of the Fund’s mternal control Accordingly,
we express no such opmion An audit also mcludes evaluating the appropriateness of accounting policies used
and the reasonableness of sigmficant accounting estumates made by management, as well as evaluating the
overall presentation of the financial statements

We believe that the audit evidence we have obtamed 15 sufficient and appropriate to provide a basis for our
audit opmions

8550 United Ploza Bivd, Sute 1001 « Baton Rouge, LA 70809 « Tel 225922 4600 « Fax 225 922 461)



QEI"IIOD

In our opmon, the financial statements referred to above present fairly, in all matenal respects, the financial
positson of Lowsiana Municipal Reserve Fund Agency as of December 31, 2013 and 2012, and the results of
its operations and its cash flows for the years then ended 1 accordance with accounting principles generally
accepted in the United States of Amenca.

Other Reports Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report, dated June 18, 2014, on
our consideration of the Fund’s mternal control over financial reporting and our tests of its comphance with
certain provisions of laws, regulations, contracts and grant agreements and other matters The purpose of that
report 1s to describe the scope of our testing of mternal control over financial reporting and comphance and
the results of that testing, and not to provide an opmion on the mtemal control over financial reporting or on
comphance That report 1s an mtegral part of an audst performed m accordance with Governmental Auditing
Standards n considening the Fund’s internal control over financial reporting and complhiance

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 5 and the schedule of ten-year clanns development on page 19 be
presented to supplement the basic financial statements Such mformation, although not a part of the basic
financial statements, 1s required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financsal reporting for placing the basic financial statements 1n an appropnate operational,
economic, or historical context. We have applied certamn hmited procedures to the required supplementary
mformation m accordance with auditing standards generally accepted 1n the United States of Amenca, which
consisted of inquines of management about the methods of preparing the mformation and companng the
mformation for consistency with management’s responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audst of the basic financial statements We do not express an opinion
or provide any assurance on the information because the imited procedures do not provide us with sufficient
evidence to express an opimon or provide any assurance

Pithth yita € Neletl

Baton Rouge, Lowisiana
June 18, 2014
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY

MANAGEMENT’S DISCUSSION AND ANALYSIS
AUDITED

The Management's Discussion and Analysis of the Louisiana Mumicipal Reserve Fund Agency’s (the Fund)
financial performance presents a narrative overview and analysis of the Fund’s financial activities for the years
ended December 31, 2013 and 2012 This document focuses on the current year’s activities, resulting changes,
and currently known facts m companson with the prior year's information We encourage readers to consider
the information presented here in conjunction with the Fund’s financial statements, which follow this section

Financial Haghlights

¢ The Fund discontinued providing remnsurance to the LMRMA Accident and Health Fund effective
January 1, 2013 (see note 2)

o The assets of the Fund exceeded its habilities at December 31, 2013 by $867,202 compared to exceedmg its
assets by its habilities by $1,099,975 as of December 31, 2012, which 1s a 21% decrease from the previous
year

o At December 31, 2013, the Fund’s assets totaled $44,815,513, which consisted pnmanly of investment
securiies primarily composed of cash, direct and mdirect investments in U S Government debt obligatons,
and receivables At December 31, 2012, the Fund’s assets totaled $44,537,935 and were compnsed of
similar types of assets

o The Fund reported gross earned premiums of $10,317,359 and $5,801,347 duning the years ended December
31, 2013 and 2012, respectively This increase during 2013 1s a result of increases i premium rates charged
i the base funds as described in note 2

o The Fund reported investment loss of $407,368 and investment income of $1,147,312 during the years ended
December 31, 2013 and 2012, respectively The decrease in investment mncome 1s attributed to less favorable
changes 1n market values of the Fund’s investment portfolios as compared to the prior years

e The Fund had a decrease i net position of $232,773 dunng the year ended December 31, 2013 and a
decrease n net posttion of $2,450,349 duning the year ended December 31, 2012 The decrease m net
position 1s a result of both unfavorable development of claims as well as lower mvestment yields

Overview of the Financial Statements

Thus financial report consists of Management’s Discussion and Analysis and the basic financial statements The
basic financial statements also mclude notes to the financial’statements, which explain some of the information
1n the financial statements 1n more detail

The basnc ﬁnanc&al statements of the Fund report mformation about the Fund using accounting methods smmilar

to those used by pnvata sector The Statements of Net Posttion mclude all of the Fund’s assets and habilittes
and|provide mﬁ‘;matmn about the nature and amounts of mvestments m resources (assets) and the obligations to
the }?‘und*s members and,creditors (habilities) It also provides the basis for computing rate of return, evaluatmg
the capatal structure ofthﬁ‘?nnd and assessing the liquidity and financial flexibility of the Fund All of the year's
revemws and expenses are accounted for n the Statements of Revenues, Expenses and Changes in Net Position.
These 'statements meatmm the success of the Fund's operations over the year and can be used to determme
whether! the Fund has successfully recovered all its costs through its premum and investment mcome,
pmﬁtabshty and t:redrt]werthmesa The final required financial statement 1s the Statements of Cash Flows The
pnn:eary purpose of thes¢ statements 15 to provide information about the Fund’s cash receipts and cash payments
throtighout the year1 iThese statements report cash receipts, cash payments and net changes m cash resulting
from operations, mvesting, and financing activities




LOUISIANA MUNICIPAL RESERVE FUND AGENCY

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Overview of the Financial Statements (continued)

The preparation of these financial statements requires the utilization of sigmificant estimates, many of which will
not be known for many years Changes m estimates as well as the differences 1n actual results and estimated
amounts will be included n the Statement of Revenues, Expenses and Changes mn Net Position as these
circumstances become known

Financial Analysis of the Fund

The Statements of Net Posttion and the Statements of Revenues, Expenses and Changes in Net Position report
nformation n a way that the reader can determine if the Fund 1s 10 a better financial position as a result of the
year's activiies  These statements report the net position of the Fund and changes in them The net position
(difference between assets, deferred outflows, deferred inflows and habshties) can be used to measure financial
health or financial position Over time, mcreases and decreases m the Fund's net position are one indrcator as to
whether its financial health 1s improving or deteniorating  There are other non-financial factors to consider, such
as changes m economic conditions, healthcare costs, judicial environment, and new or changed government
legislation

Condensed Statements of Net Position at December 31:

2013 2012
Total assets 3 44,815,513 $ 44,537,935
Deferred outflows - -
Total hiabslites 43,948,311 43,437,960
Deferred inflows - -
Net position s B67.202 § 1099975

All of the Fund’s assets can be used for any lawful purpose comsistent with the pohcies and gmdelmes
established by the Board of the Fund Total assets increased approxmately 0 6% while habilitres mcreased
1.2% due to increase m claims habilities resulting from both unfavorable development of claims associated with
prior years as well as higher clanms estimates mcurred 1n 2013: Additionally, there was an increase m total
assets as a result of an increase 1n cash and cash equivalents and due from affihates which offset the effect of
nsing market interest rates durmg 2013 which bad a negative impact on the fair value of the Fund’s mvestment
portfolio Net position decreased approximately 21% from the prior year resulting from mcurred clams (see
note 6)




LOUISIANA MUNICIPAL RESERVE FUND AGENCY

MANAGEMENT’S DISCUSSION AND ANALYSIS
AUDITED

Fnancial Analysis of the Fund (continued)

Condensed Statements of Revenues and Expenses and Changes in Net Position

for the Years Ended December 31:
2013 2012
Operatng revenues $ 10,317,359 $ 5,801,347
Operating expenses 10,142,764 9,399,008
Operating mncome (loss) 174,595 (3,597,661)
Non-operating mcome (loss) {407.368) 1,147.312
Change m net position S ouIm 8 (2450349

Durmng the year ended December 31, 2013, the Fund reported premium earned of $10,317,359 and mvestment
loss of $407,368 Premiums earned increased due to mcreases in rates charged m the corresponding base finds
in order to properly reflect the experience of the base funds Investment mcome decreased due to less favorable
market performance in the Fund’s mvestments as previously discussed The Fund reported total expenses of
$10,142,764, which consisted pnmanly of clams expense Total expenses mcreased approxmately $744,000
due pnmanly to unfavorable development m the three base msurance funds than the prior year The Fund
experienced an operatng income of approximately $175,000 and a decrease n net position of approximately
$233,000 for the current year See the Statements of Revenues, Expenses and Changes in Net Posrtion on page 7

of this report.
Fature Changes to the Fund

See note 6 for addrtional description of the nsks and uncertamties regarding the Fund’s financial condrion
Dunng 2014, management mtends to continue to improve the financial viability of the Fund by increasmg the
aggregate limits of losses returned by the base funds

Requests for Information

This financial report 15 designed to provide members, mvestors, and creditors with a general overview of the
Fund’s finances, as well as demonstrate accountability for funds the Fund receives Questions concernmg any of
the information provided m this report or requests for addrtional mformation should be addressed to the
Lowmsiana Municipal Reserve Fund Agency, PO Box 4327, Baton Rouge, Lousiana 70821 or 225-344-5001
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LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

STATEMENTS OF NET POSITION
DECEMBER 31,2013 AND 20

Cash and cash equivalents (note 4)
Investments (note 4)

Accried mterest recervable

Other receivables

Due from affihates (note 2)
Reinsurance receivable

Total assets
Deferred outflows
Total assets and deferred outflows
Liabilities
- Unpaid claims liahlity (note 3)
Clamms payable (note 2)
Accrued expenses
Total liabilities
Deferred inflows

Net position

Total habilihes, deferred inflows, and net position

2013 2012
$ 3392591 $ 862,039
36,466,115 40,833,206
264,566 306,492

. 5,296

4,692,241 2,528,293

- 2609
44,815,513 44,537,935

$ 44815513 § 44537935
43,925,000 43,151,000
$ - $ 276313
23311 10,147
43,948,311 43,437,960
867,202 1,099,975

$ 44815513 $ 44537935

The accompanying notes are an wntegral part of these financial statements
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LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

STATEM OF REVENUES, EXPENSES AND CHANGES IN NET
FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

OPERATING REVENUES
Premiums earned (note 2)
Total operating revenues

OPERATING EXPENSES
Claims expense (note 3)
Remnsurance prermum
Professional fees and other

Total operating expenses
OPERATING INCO!

NON-OPERATING INCOME (LOSS)

Investment income (10ss), net (note 4)

GE ON
NET POSITION - BE G OF YEAR
NET ON - OF YEAR

ION
2013 2012

$ 10317359 $ 5801347
10,317,359 5,801,347

10,055,988 9,237,200

- 94,621

- 86,776 67,187
10,142,764 9,399,008
174,595 (3,597,661)

' (407,368) 1,147,312
(232,773) (2,450,349)

1,099,975 3,550,324

$ 867,202 $ 1,099,975

The accompanying notes are an mtegral part of these financial statements




LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

3

2013 2012
Cash flows from operating activities
Operating income (loss) $ 174,595 $ (3,597,661)
Adjustments to reconcile operating income (loss) to
net cash used in operations
Change 1n due from affihates, remsurance
recervable, other recervables (2,114,117) (1,429,412)
Change m unpatd claims habiity 497,187 " 3,428,646
Change m accrued expenses 13,164 (315,868)
Net cash used m operating activihies (1,429,171) (1,914,295)
* ~Cash flows from mvesting activities
Purchases of investments (14,116,438) (14,827,665)
Proceeds from sales or maturities of investments 16,674,550 15,105,401
Investment mcome received 1,401,611 1,541,535 ,
Net cash provided by nvesting actrvities . 3,959,723 1,819,271
Net change m cash 2,530,552 (95,024)
Cash, beginning of year 862,039 957,063
Cash, end of year $ 3 591 $ 862,039

The accompanying notes are an mtegral part of these financial statements.
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY
NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

Background and Financial Statement Presentation

Louistana Municipal Reserve Fund Agency (LMRFA or the Fund) was formed under Louisiana
Revised Statutes 33 1349(¢) LMRFA consssts of imnterlocal nsk management agencies pooling excess
funds to provide reinsurance Admmstration of the Fund 1s vested m the Executive Board of LMA
LMRFA remsures the Lowsiana Mumicipal Risk Management Agency (LMRMA) Public Liability
Fund, Workers' Compensation Fund and Accident and Health Fund

LMRMA was formed under Louisizna Act No 462 of 1979 to provide a program of workers’
compensation, accident and health, and public hability coverage for ts member orgamizations In
accordance with Revised Statutes 33 1341-1350, all local government subdivisions in the State of
Lowsiana are ehigible to participate  The program's general objectives are to formulate, develop, and
admmister, on behalf of the member local governmental subdivisions, a program of mterlocal nsk
management, to obtamm lower costs for that coverage, and to develop a comprehensive loss control
program. Local governmental subdivisions joming the Fund must be members of the Louisiana
Municipal Association, a member may withdraw from the Fund by giving proper notice Fund
underwnting and rate setting policies have been established by the Board of LMRMA efter actuarial
consuftation If the assets of the Fund were to be exhausted, members would only be responsible for
therr respective outstanding claims

Lowsiana Mumicipal Association (LMA) 1s an association for the mumcipalities of Lomsiana and 18
incorporated as a non-profit corporation under the laws of the State of Lowsiana. LMA acts as the
admimistrator for LMRFA

Risk Management, Inc (RMI) 1s a third party service agent primanly for LMRMA insurance funds and
LMRFA. RM], a Louisiana Corporation, 1s a wholly-owned subsidiary of LMA

The various LMRMA Funds, LMA, RMI, and LMRFA are all affiliated through common membership
and management control Although all of these entittes are related parties, therr various net positions
are available only to each indrvidual entrty for its operations For this reason each entity 1s presented as
a separate "stand alone” entity m accordance with Governmental Accounting Standards Board (GASB)
Statement No 10 and GASB Statement No 14

Basis of Accounting

The Fund 1s considered an enterprise fund and, accordingly, uses the accrual method of accounting and
the flow of economic resources measurement focus Under the accrual basis of accounting, revenues
are recognized 1n the accounting period in which they are eamed and expenses are recognized m the
period mcurred. The Fund apphes all applicable Financial Accounting Standards Board (FASB)
pronouncements 1ssued on or before November 30, 1989 1n accounting for its operations unless those
pronouncements conflict with or contradict GASB pronouncements, 1n which case, GASB prevails.

Smce the busmess of the Fund 1s essentially that of an msurance company having a busmess cycle
greater than one year, the statements of net position are not presented m 2 classified format.




LOUISIANA MUNICIPAL RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Net Position

During the year ended December 31, 2012, the Fund implemented GASB No. 63, Financial Reporting
of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position; GASB Statement
No. 63 provided financial reporting guidance for deferred outflows of resources and deferred inflows
of resources and also redefined the difference between total assets and total liabilities presented in the
Statement of Net Position.

(d) Investments

(e

Investments are reported at estimated fair value except for short-term and money market investments,
consisting primarily of U.S. Treasury obligations with a maturity of one year or less at time of
purchase, which are reported at cost. Fair value is based on the last reported sales price if available; if
not available, fair value is based on estimated fair value. Realized gains and losses and changes in
unrealized gains and losses on investments recorded at estimated fair value are included in investment
income. Investments include money market accounts, repurchase agreements, and U.S. Government

Agency, treasury obligations and corporate obligations.
Premium Income

Most of the premium income of LMRFA collected in the current year is based on a percentage of
LMRMA workers' compensation, public liability, and accident and health funds’ premiums (see note
2). Pursuant to the reinsurance agreements, the LMRMA Funds are responsible for all of LMRFA’s
claims servicing and administrative costs. Acquisition costs associated with new and renewal contracts
are expensed when incurred.

Operating/Non-Operating Revenue and Expense

Operating revenues consist of member premiums as these revenues are generated from the Fund’s

operations and are needed to carry out its statutory purpose. All expenses incurred for that purpose are
classified as operating expenses. lnvestmentmoomeandotharevenu&candexpenswwmchnre
ancillary to the Fund’s statutory purpose are classified as non-operating.
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY

' NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

®

)

o

Unpaid Claims Liabiity

The policy habilities remnsured by the Fund are for claims incurred duning the benefit penod, regardless
of when the claims are reported The Fund establishes claims habilities based on estmates of the
ultimate cost of ciaims (includmg future clain adjustment expenses) that have been reported but not
settled and of claims that have been ncurred but not reported. The length of time for which such costs
must be eshmated vanes dependmng on the coverage mnvolved Estimated amounts of remsurance
recoverable on unpaid clamms are deducted from the hiability for unpaid claims Because actual claim
costs depend on such complex factors as inflation, changes m doctnines of Jegal hability, and damage
awards, the process used 1n computing clamms habilities does not necessarily result 1n an exact amount,
particularly for coverages such as public liabilty Claims habilities are recomputed penodically using
a vanety of actuanal and statistical techniques to produce current estimates that reflect recent
settlements, claims frequency, and other economic and social factors

A provision for wflation m the calculahon of estimated future claims costs 1s imphicit in the calculation
because rehance 1s placed both on actual histoncal data that reflects past inflation and on other factors
that are considered to be appropnate modfiers of past expenience Adjustments to clamns habilites are
charged or credited to claims expense in the periods i which they are made The carrymg amount of
hatlities for claims losses and clams expenses are presented at present value m the financial
statements

~

~

Statements of Cash Flows

For the purpose of the statements of cash flows, cash mcludes cash in demand deposit accounts with
banks. Because certificates of deposit, money markets and repurchase agreements are usually
purchased with maturities of 90 days or more, they are classified as investments (see note 4)

Income Taxes

The Fund 1s exempt from federal ncome taxes under Sections 7701 and 115(1) of the Internal Revenue
Code

Use of Estimates

Management of the Fund has made a number of estimates and assumptions relating to the reporting of
assets and habihities to prepare these financial statements in conformity with accounting principles
generally accepted in the United States of America Actual results could differ from those estimates
and assumptions For example, significant estimates and assumptions are used m esttmating its
msurance habiliies, farr values of investments and accruals If future expenence differs matenally for
these estimates and assumptions, the financial statements could be affected

-11-




LOUISIANA MUNICIPAL RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

2 RELATED PARTY TRANSACTIONS

LMA, RM], LMRMA, and LMRFA provide services related to the self-insurance funds operated for the
benefit of Lowtsiana municipalities The fees are based on earned normal premiums (ENP) The respective
percentages of the respective earned normal premiums and earned standard premiums are as follows

2013 2012
Fee Fee
Basis Amount Basis Amount
Premium mcome
LMRMA
Public Liabihity 44 00% ENP** $ 4,655,476 2175%ENP $ 2,046,139
Workers” Compensation 53 00% ENP** 5,585,877 30 00% ENP 2,775,589
Accident and Health current year 76,006 $40 58 per 979,619
' residual® participant
$ 10é17g59 $ 55801;47
Due (to) from affiliates ‘
LMRMA
Public Liability $ 960,476 $ 390,903
Workers” Compensation 3,731,765 2,137,390
$ 4,6 1 $ 2528293

* Effective January 1, 2013, the LMRMA Accident and Health Fund converted from a self-funded
program plan to an LMA sponsored program fully insured through Blue Cross and Blue Shield of
Lousiana. These changes also discontinue the Fund nsurmg losses for the LMRMA Accident and

Health program

** For the year ended December 31, 2013, the board of directors approved a one tune transfer of
$625,000 and $875,000 m admnistrative fees from each of Public Liability and Workers’

Compensation, respectively, to the LMRFA.

Claims payable represents amounts payable to the LMRMA Accident and Health Fund for claims unpaid at
December 31, 2013 and 2012 of $0 and $276,813, respectively, which were 1n excess of the LMRMA Accident

and Health Fund’s retention level

-12-




LOUISIANA MUNICIPAL RESERVE FUND AGENCY
NOTES TO FINANCIAL STATEMENTS

3. CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The followmg represents changes in the Fund’s aggregate unpaid claims habilities for the years ended

" December 31, 2013 and 2012
2013 2012
(Amounts m thousands)
Liability for unpaid losses at beganning of year, gross $ 43,151 $ 39,849
Less Reinsurance recoverables - -
Liabtlsty for unpard losses at beginning of year, net 43,151 39.849
Net mcurred related to
Current year 5,099 7,533
Prior years 4957 1,704
Total mncorred 10.056 9237
Net paid related to
Current year | 1,087
Prior years 9,281 4,848
Total paid 9282 5.935
Liability for unpaid losses at end of year, gross 43,925 43,151
Less Rewmsurance recoverables - -
. Liabilsty for unpaid losses at end of year, net § 43925 $_ 43151

The above year end reserve habilities were comprised of the following coverage types

2013 2012
Workers® compensation $ 28362 $ 25304
Public hability . 15,563 17.847

343925 §.__4315]

Dunng 2013 and 2012, the Fund expertenced overall unfavorable development on unpaid claims Labilities
established m prior years due largely to the mpact of certam adverse development as 1t relates to workers’
compensation and public hability coverage These significant unfavorable developments are due to certamn
adverse judicial proceedmngs as well as large losses that were reported during 2013 and 2012 but related to
events occuring m pnor years. In establishing claims hability reserves, management considers facts
currently known, historical claims mnformation, industry average loss data and the present state of laws and
coverage However, the process of estabhishing loss reserves 1s a complex and mmprecise science that
reflects sigmficant judgmental factors Management beheves that the aggregate loss reserves at December
31, 2013 are adequate to cover clauns for losses that have occurred. Management can give no assurance that
the ultmate claims incurred through December 31, 2013 wall not vary from the above estimates, and such
differences could be sigmficant.

The Fund’s clamms payable have been discounted as of December 31, 2013 and 2012 based on the Fund’s
anticipated payout patterns and a discount rate assumption of 4 5% which management expects to
approximate the mterest earungs over the payout penod Management beheves these assumptions reflect
the payout patterns and mvestment earning rates that should be used for discounting reserves The effect of
the reserve discounts was $15,641,000 and $13,098,000 at December 31, 2013 and 2012, respectively

-13-




LOUISIANA MUNICIPAL RESERVE FUND AGENCY

OTES TO FINANCIAL STATEMENTS
4 DEPOSITS AND INVESTMENTS

LMRFA must comply with Rule Number 4 of the Commissioner of Insurance, State of Lowsiana.
Accordmg to Rule Number 4, all deposits in financial institutions made by this Fund shall be limited to
msttutions i Louisiana unless a higher rate can be obtamned 1n an out-of-state nstituttion Deposits m
financial institutions may exceed the federally insured amount 1n any one financial mstitution, as long as the
amount 15 not n excess of the greater of $500,000 or 5% of the combmation of surplus, undivided profits
and reserves as currently reported by the financial mstitutton In regard to deposits and mnvestments, the
Fund was in compliance with these revised provisions during the years ended December 31, 2013 and 2012

Under Rule Number 4 of the Commussioner of Insurance, State of Louisiana, the Fund may mvest any
surplus momes m obhgations of the US Government and its agencies, as well as financial institutions
Included 1n mvestments are certificates of deposst, money market accounts and repurchase agreements

Statement Number 40 of the Governmental Accounting Standards Board (GASB Statement No 40),
Deposits and Investment Risk Disclosures, established and modified disclosure requirements related to
mvestment nsk. This section describes the various types of mnvestment nsk and the Fund's exposure to each
type

The following table presents the estimated fair value and amortized cost of mvestments permussible under the
rules, objectives and guidelines of the Fund as of December 31, 2013 and 2012

2013 2012
Estimated Amortized _ Estimated Amortized
Investment Type Farr Value Cost Fair Value Cost
US Government mortgage '
backed securtties $ 10577391 $ 10,325,704 $ 12,085360 $ 11,591,965
U S Government agency debt
obligations 23,723,758 22,799,174 26,021,748 23,859,204
US Treasury bonds and notes 1,707,531 1,614,502 1,955,874 1,703,693
Money market funds 457,435 457,435 770224 ___ 770224
TOTAL $£36466,115 § 35196815 $ 40833206 § 37.925.086
Custodial Credrt Risk

Custodial credit nisk for investments 1s the nsk that, in the event of the failure of the counterparty to a
transaction, the Fund will not be able to recover the value of investment or collateral securtties that are in
the possession of an outside party Exposure to custodial credit nisk arises when securities are unmnsuréd,
or are not registered in the name of the Fund, and are held by erther the counterparty or the
counterparty’s trust department or agent, but not 1n the Fund’s name
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY
NOTES TO FINANCIAL STATEMENTS

4 DEPOSITS AND INVESTMENTS (continued)
Custodral Credit Risk (continued)

The Fund’s investments in government debt obligations are uninsured on the performance of the
custodian and are exposed to custodial credrt nsk because they are held by a counterparty Investments
m external mvestment pools, mutual funds, and other pooled investments are not exposed to custodial
credit nsk because of their natural diversification and the diversification required by the Secunties and
Exchange Commission

Credit Risk

Credrt nsk 1s defined as the nsk that an 1ssuer or other counterparty to an mvestment will not fulfill its
obbigations Nationally recogmzed standardized rating systems are a too! with which to assess credit nsk
on debt obligations U.S Government debt securities are not requred to be rated The following table 1s
provided for use m assessing the Fund’s exposure to credit nisk as of December 31, 2013 and 2012

Estimated Estimated
Fair Value Fair Value
Standard and Poor’s Rating 2013 2012
Money market funds $ 457435 $ 770,224
U S Government secunties and
U S Treasury securities
Not rated 12,784,652 14,041,234
Rated AA+ 23.224.028 26,021,748
Total $_ 36,466,115 5 _40.833.206

Concentration of credit nsk relates to the nisk of loss attributed to the magnitude of the Fund’s investment in
a smngle issuer The Fund has no imnvestments m any one issuer that represented 5% or more of total

investments, other than the U S Government.
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY
NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)
Interest Rate Rusk

Interest rate nisk 1s defined as the nsk that changes 1n overall market interest rates will adversely affect the
fair value of an investment. This nisk 1s applicable to debt investments with fair values that are sensitive
to changes in mterest rates One indicator of the measure of mterest rate risk is the dispersion of matunty
dates for debt imnstruments The following table shows the Fund’s fixed mcome mvestments and
maturittes in actively-managed accounts at December 31, 2013

INVESTMENT MATURITIES (in years)
Greater
INVESTMENT Estimated than
TYPE Fair Value Less than 1 1-5 6-10 10

U S Government
mortgage backed $ 10577391 3 1928 § 707,004 $ 1469876 $ 8,398,583
securities
U S Government
agency debt 23,723,758 2,119,764 14,683,727 6,920,267 -
oblhigations
US Treasury .
bonds and notes 1,707,531 45,828 126,795 1,398,830 136,078
Money market funds 457435 . — 457435 = = =

TOTAL  §. 36466115 § 2624955 §£15517.526 $£9788973 $£853466]

Mortgage-backed securities are included m the above table based upon therr contractual terms These
types of secunties typically expenence repayments over a shorter term.

Net mvestment mcome for the years ended December 31, 2013 and 2012 consists of the followmg.

2013 2012
Interest income $ 1238493 § 1427218
Net reahized losses —net ( 7,041) (78,309)
Unreahzed losses arismg duning the year (1.638.820) (201,597

£ __(407368) § 1147312
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY
NOTES TO FINANCIAL STATEMENTS

- 5 REINSURANCE POLICY COVERAGE -

LMRMA and LMRFA represent a cooperative program for group funding and risk management of public
liabihty, workers’ compensation, and accident and health nsks of participating Louisiana municipalities
Although premiums billed to the participants are determined on an actuanal basis, ulhmate habihty for
clamms remains with the partsicipants.

Ceded

LMRFA obtamned commercial remsurance to cover a portion of the accident and health nsks assumed during
2012 No remsurance was obtained in 2013 due to the change in the Accident and Health Fund as discussed
m note 2 LMRFA obtamed commercial remsurance to cover a portion of the workers’ compensation
medical losses for the periods January 1, 1995 through December 31, 2001 For all subsequent years, the
LMRFA did not reinsure workers” compensation medical losses or other insured coverages.

Assumed.
For the years ended December 31, 2013 and 2012, LMRFA provided excess remsurance to LMRMA,
Workers' Compensation, Pubhic Liability and Accident and Health Funds with the following limsts

Workers’ Compensation Fund
Item 1 $2,000,000 annual aggregate 1n excess of 80% of earned normal premium

Y

Ttem 1 $2,000,000 each and every loss in excess of $175,000 each and every loss m accident
years prior to 2012 and $250,000 for 2012 and 2013

Public Liability Fund
Item I $5,000,000 annual aggregate 1n excess of 65% of earned normal premium

Item II Each and every loss i excess of $100,000 each and every loss mn accident years prior
to 2012 and $150,000 for 2012 and 2013

Accident and Health Fund (2012 and prior)
Item 1 Annual aggregate 1n excess of 125% of annual eamed normal premium for the year ended
December 31,2012

Ttem 1I $900,000 specific losses in excess of $100,000 each and every loss for the year ended
- December 31, 2012 i
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

6. RISKS AND UNCERTAINTIES

As shown m the accompanying financial statements, at December 31, 2013, the Fund reported a net
position of $867,202 and total habiltties of $43,948,311 which are compnised pnmanly of loss reserve
habiites The Fund has expenenced substantial operating losses 1n recent years related to large losses
incurred ansmng m those years as well as continued adverse development of wnsured losses for the
LMRMA Workers’ Compensation Fund and LMRMA Public Liability Fund (base funds)

+

The Fund has implemented substantial premium rate increases charged to the base funds LMRFA also
received $1 5M of additional transfers duning 2013 from the base funds as further described m note 2
Addrtionally, as mdicated m note 5, the Fund has increased the tnsured limits assumed from the base funds
mn 2012 and 2013 and mtends for this rate to mcrease going forward thereby reducing the msurance
coverage assumed by the Fund

Management expects these changes along with other intended changes in the future will be sufficient for
the Fund to achieve a sustamnable level of cash flows and profitability However, no assurances can be
provided that these business plans are attainable, or if attained the Fund can achieve a level of profitabihty
and cash flow sufficient to remam a financiaily viable entity The Fund’s financial statements have been
prepared m conformity with accounting principles generally accepted in the United States of America,
which contemplate continuation of the Fund as a going concern If the Fund 1s unable to meet s
obligations as they become duc and a managed shut down 1s not successful, the base funds and
participating members would become responsible for thewr respective outstanding claims obligations of
LMRFA.

-~

7. SUBSEQUENT
Management has evaluated events through the date that the financial statements were available to be

issued, June 18, 2014 and deternuned that there were no events that required disclosure No events
occurrmng after this date have been considered for nclusion m these financial statements
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The table below ifustrates the Fund's camed normat

(Unaudited)

premum
the Fund es of the end of 2013 and a« of the end of each of the Jast nine years.

and mvestment income compared to refated costs and undiscounted clams expense incmrred by

2005 _ 2004

2013 2010 2009
ENP and mvestment
mcome $ 9910 $ 6M8 $ 7590 S 6672 $ 5220 §
Opereting costs,
unaflocated 87 127 122
Estmmated meurred
clanns end expense,
cud of policy year 7037 9,594 9,529 9211 7,560
Paid (cumulative) as of
Ecd of poficy year 1087 797 787 942
_Ono year later - 1160 1733 787 942
Two years later - - 3106 2,661 1,987
Three years later - . - 5062 2,040
Four years later - - - - 3314
Five years Inter - - - - -
Six years later - - - -
Seven years later - - - - -
Eight years later - - - - -
Nme years latey - - - - -
Re-estimated incurred
claims and claims
expense”
End of policy year 7037 9,211 7,560
One yezy later - 7,544 6279
Two years Iates - - 9,554 6,372
Three years later - - 10517 5807
Four years lster - - - - 5,940
Five years later - - - - -
Six years later - - - - .
Seven years later - - - - R
Eght years later - - - - .
Nine years Inter - - - - -
Increase (decrease) m
clarms and
from end of policy
year (1,306) 1 620
~
See accompanying mdependent andriors repart.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

Officers and Trustees
Louisiana Municipal Reserve Fund Agency
Baton Rouge, Lousiana

We have audited, m accordance with the auditing standards generally accepted m the United States
of Amenica and the standards applicable to financial audits contamned m Government Audiing
Standards 1ssued by the Comptroller General of the United States, the financial statements of
Lowsiana Mumicipal Reserve Fund Agency (the Fund), which compnise the statement of net
posttion as of and for the year ended December 31, 2013, and the related statement of revenues,
expenses and changes m net position, and cash flows for the year then ended, and the related notes
to the financial statements, and have 1ssued our report thereon dated June 18, 2014

Internal Control O_Leg_ Fmancial Reporting

In planning and performing our audit of the financial statements, we considered the Fund’s mternal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressmg our opmion on the financial statements, but not for the purpose of expressmg an opmion
on the effectiveness of the Fund’s mternal control over financial reporting Accordmngly, we do not
express an opinion on the effectiveness of the Fund’s internal control over financial reporting.

A deficiency 1n mternal control exists when the design or operation of a control does not allow
management or employees, m the normal course of performing their assigned functions, to prevent,
or detect and correct misstatements on a tumely basis A matenal weakness 13 a deficiency, or
combination of deficiencies, in mtemnal control, such that there 1s a reasonable possibility that a
matertal misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis A significant deficiency 1s a deficiency, or a combination of
deficiencies, 1n mternal control that 1s less severe than a material weakness, yet important enough to
ment attention by those charged with governance

Our consideration of internal control was for the limited purpose described n the first paragraph of
this section and was not designed to 1dentfy all deficiencies in internal control that might be
matenal weakmesses or, significant deficiencies Given these hmitations, durmg our audit we did not
identify any deficiencies in mternal control that we coasider to be matenal weaknesses However,
matenal weaknesses may exast that have not been 1dentified
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Compliance and Other Matters

As part of obtamnmng reasonable assurance about whether the Fund’s financial statements are free of
matenal misstatement, we performed tests of its comphance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and
matenal effect on the determmation of financial statement amounts However, providing an opinion
on comphance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opimion  The results of our tests disclosed no instances of noncomphance or other
matters that are required to be reported under Government Audiing Standards

Response to Finding

The Fund’s response to the finding 1dentified in our audrt 1s described 1n the accompany schedule of
findings The Fund’s response was not subjected to the auditing procedures applied 1 the audit of
the financial statements and, accordingly, we express no opinion on it

Purpose of this Report

The purpose of this report s solely to describe the scope of our testing of internal control and
comphance and the results of that teshng, and not to provide an opinion on the effectiveness of the
Fund’s internal control or on comphance This report 1s an mtegral part of an andit performed in
accordance with Government Auditmg Standards in considermg the Fund’s mternal control and
comphance Accordingly, this communication 1s not switable for any other purpose

7%me g Neteryile '

Baton Rouge, Lowmsiana
June 18, 2014
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LOUISIANA MUNICIPAL RESERVE FUND AGENCY
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LOUISIANA CIPAL ER ENCY

SCHEDULE OF PRIOR YEAR FINDINGS
YEAR ENDED DECEMBER 31, 2012

FINDINGS-Financial Statement Audit

2012-1 Internal Control inancial Reportin
Criteria: The definition of internal control over financial reporting includes ensuring that

policies and procedures exist that pertain to an entity’s ability to initiate, record,
process, and report financial data consistent with the assertion embodied in the
annual financial statements, which for the Fund, is that financial statements are
prepared in accordance with generally accepted accounting principles (GAAP).

Condition: The Fund retains an actuarial specialist to assist in the calculation of the unpaid
claims liability for each financial reporting period. The development of estimates
for unpaid claims reserves relies on accurate and consistent data for claims
payment patterns, case reserve setting practices, claims reporting, and other
statistical data provided by management. Changes in the underlying data sources
and claims handling practices over time must be communicated and considered in
the actuarial trending and analysis in estimating future claims settlement.

Cause: During 2012 management determined that certain information used to prepare the
actuarial valuation of the unpaid claims reserves was used erroneously and
resulted in inaccuracies in the computation of the unpaid claims reserve valuations
for the year ended December 31, 2011 and some prior years. Certain components
of the information communicated to the actuarial specialist were inconsistent with
the Fund’s actual underlying claims data and some information was misunderstood
in communications with the specialist.

Effect: These conditions resulted in the estimates for unpaid claims reserve liabilities
being based on inaccurate information and the misstatement of the year end
actuarial valuation of the unpaid claims reserve liabilities. These errors required
the restatement of the Fund’s 2011 financial statements. These conditions were

considered to be a significant deficiency in the Fund’s internal control over
financial reporting.

Recommendation: The Fund’s management and actuarial specialist have implemented additional
procedures to ensure the accuracy and consistent understanding of the Fund’s
claims information being exchanged and improvements in the communication
between these parties. We recommend that the Fund continue to monitor these
additional procedures and make additional improvements as necessary to enhance
the accuracy and understanding of the information utilized to estimate the unpaid

claims liability.
View of Responsible Official and Planned Corrective Action

Management agrees with the finding and management has implemented procedures necessary to enhance
the accuracy and understanding of the information utilized to estimate the unpaid claims liability. During
2012, management began providing automated data to the actuary and implemented a mid-year review by
the actuary. Management will continue to implement these added procedures in future periods.

Current Status: Resolved
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